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Notice to readers 

Applying the Uniform Guidance in Your Single Audits is intended solely for use in continuing 

professional education and not as a reference. It does not represent an official position of the 

American Institute of Certified Public Accountants, and it is distributed with the understanding 

that the author and publisher are not rendering legal, accounting, or other professional services in 

the publication. This course is intended to be an overview of the topics discussed within, and the 

author has made every attempt to verify the completeness and accuracy of the information 

herein. However, neither the author nor publisher can guarantee the applicability of the 

information found herein. If legal advice or other expert assistance is required, the services of a 

competent professional should be sought. 
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Use of materials 
 

This course manual accompanies all formats in which the course is offered, including self-study 

text, self-study online, group study, in-firm, and other formats, as applicable. Specific 

instructions for users of the various formats are included in this section.  

 

CPAs are required to participate in continuing professional education (CPE) to maintain their 

professional competence and provide quality professional services. CPAs are responsible for 

complying with all applicable CPE requirements, rules, and regulations of state licensing bodies, 

other governmental entities, membership associations, and other professional organizations or 

bodies. 

  

Professional standards for CPE programs are issued jointly by the American Institute of Certified 

Public Accountants (AICPA) and the National Association of State Boards of Accountancy 

(NASBA) to provide a framework for the development, presentation, measurement, and 

reporting of CPE programs. The Statement on Standards for CPE Programs (CPE standards)  

is available as part of AICPA Professional Standards, either in paperback or as an online 

subscription through the AICPA’s Online Professional Library.  
 

 

Review questions and exercises for self-study participants 
The CPE standards require that self-study programs include review questions/exercises that 

provide feedback for both correct and incorrect responses. Note that these reviews are provided 

only as learning aids and do not constitute a final examination. 
 
 

Requirements for claiming and receiving CPE credit  
CPE standards place responsibility on both the individual participant and the program sponsor to 

maintain a record of attendance at a CPE program. CPAs who participate in only part of a CPE 

program, should claim CPE credit only for the portion that they attended or completed.  

 

You must document your claims of CPE credit. Examples of acceptable evidence of completion 

include: 

 For group and independent study programs, a certificate or other verification supplied by 

the CPE program sponsor 

 For self-study programs, a certificate supplied by the CPE program sponsor after 

satisfactory completion of an examination 

When you participate in group study and other live presentations, you will receive a completion 

certificate from the program sponsor. CPE program sponsors are required to keep documentation 

on programs for five years, including records of participation. 

 

When you participate in self-study, you must complete the exam within one year of the date of 

course purchase to receive a certificate indicating satisfactory completion of the CPE program. 

 
 The exam for self-study in print format is located in the “Examination” section at the end 

of the course manual. 



 You can find the course code number for both the self-study exam and the self-study 

evaluation in the examination’s introductory material. You will complete the self-study 

exam and evaluation online at https://cpegrading.aicpa.org. You must provide the unique 
serial number printed on the inside front cover of this publication and you must achieve a 
minimum passing grade of at least 70 percent to qualify for CPE credit.  

— Upon achieving a passing grade, you will receive a certificate displaying the number 

of CPE credits earned based on a 50-minute learning segment, in compliance with 

CPE standards. The grading system provides a completion certificate online, which 

you may print or save as a PDF. The grading system maintains a transcript of your 

completed courses. 

— If you do not achieve a passing grade, the online grading system notifies you of this 

and also provides instructions for retaking the exam. You have three attempts to pass 

the exam. If you do not pass the exam in three attempts, please contact the Member 

Service Center at 1.888.777.7077 to obtain additional attempts. 

 

Program evaluations 
The information accumulated from participant evaluation forms is important in our continual 

efforts to provide high quality continuing education for the profession. When you participate in 

group study and other live presentations, please return your evaluation forms prior to departing 

your program sessions. When you participate in self-study, please complete the course 

evaluation online. Your comments are very important to us. 

 
Customer service 
For help and support, including information on refund claims and complaint resolutions, please 

call the Member Service Center at 1.888.777.7077, or visit the online help page at 

www.aicpastore.com. 
 
 
 

 

https://cpegrading.aicpa.org/
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Chapter 1  

Introduction to Single Audits 

Learning objectives 

 Recall the history of guidance used in performing single audits. 

 Identify areas of requirements and guidance found in the Uniform Guidance. 

 Identify requirements and guidance found in Subpart F of the Uniform Guidance. 

Introduction 

The Single Audit Act Amendments of 1996 (the Single Audit Act) and Title 2 U.S. Code of Federal 

Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 

Requirements for Federal Awards (Uniform Guidance) require a single audit for nonfederal entities that 

expend $750,000 or more of federal awards in a fiscal year. A single audit consists of an audit of the 

nonfederal entity’s financial statements and a compliance audit of its major federal programs. This 

course focuses mainly on the Uniform Guidance requirements and guidance related to the compliance 

audit of major federal programs. Guidance related to generally accepted auditing standards (GAAS) is 

included to the extent necessary to understand when and how it applies to a Uniform Guidance 

compliance audit. Guidance related to generally accepted government auditing standards (GAGAS) 

(found in Government Auditing Standards or the Yellow Book) is outside the scope of this course except 

as those standards specifically apply to a Uniform Guidance compliance audit. 
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This chapter provides a broad overview of the single audit requirements in the Single Audit Act, including 

some history related to that guidance. It also introduces the Uniform Guidance. 

See appendix A for a reprint of the Single Audit Act Amendments of 1996. The Uniform Guidance is 

located in the Electronic Code of Federal Regulations at Title 2 U.S. Code of Federal Regulations (CFR) 

Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 

Awards. 

Throughout this course, the term single audit is used to refer to an audit performed in 
accordance with the Single Audit Act. This term encompasses the entire single audit 
engagement (that is, both the financial statement audit and compliance audit components). 
The term Uniform Guidance compliance audit refers only to the compliance audit component 
of a single audit. 

http://www.ecfr.gov/cgi-bin/text-idx?SID=2d15215db570dfb78451488a5b1bd369&node=pt2.1.200&rgn=div5
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
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History of the single audit 

Single Audit Act of 1984 

The Single Audit Act of 1984 (1984 act) established uniform audit requirements for state and local 

governments and Indian tribal governments receiving federal financial assistance. The 1984 act did not 

apply to not-for-profit entities. It built on earlier efforts to improve audits of federal awards. Before its 

passage, federal awards were audited on a grant-by-grant basis. There was also extensive duplication 

and overlapping audit effort. 

The objectives of the original act were to 

 improve financial management by state and local governments, 
 provide uniform audit requirements, 
 promote efficient and effective audit resource use, and 
 ensure reliance on and use of audit work performed in a single audit. 

The 1984 act replaced the grant-by-grant audit approach with a single audit approach of federal awards, 

and it required the Director of the Office of Management and Budget (OMB) to prescribe policies, 

procedures, and guidelines to implement it. Congress also directed OMB to establish similar audit 

requirements, through regulation, for not-for-profit entities receiving federal awards. A single audit 

consists of an audit of the nonfederal entity’s financial statements and a compliance audit of its federal 

awards. 

OMB Circular A-128 

OMB Circular A-128, Audits of State and Local Governments, was issued on April 12, 1985, pursuant to the 

1984 act, and established audit requirements for state and local governments that received federal 

awards. 

Single audits under the original guidance 

Thresholds 

The 1984 act and OMB Circular A-128 required a single audit when federal assistance of $100,000 or 

more was received in any fiscal year. Single audits could also be elected when federal assistance of 

$25,000 or more but less than $100,000 was received. If the single audit was not selected, individual 

assistance audits were required. No audit was required when total federal assistance of less than 

$25,000 was received. 
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Audit scope 

Under the 1984 act and OMB Circular A-128, the audit scope generally encompassed the entire financial 

operations of each applicable government. It included the financial statements, internal control over 

compliance with federal assistance requirements, and compliance with laws and regulations that may 

have had a material effect on financial statements and each major federal program. 

Major federal assistance program, for state and local governments having federal assistance 

expenditures between $100,000 and $100m, meant any program for which federal expenditures during 

the applicable year exceed the larger of $300,000, or 3% of such total expenditures. A sliding scale was 

provided for entities whose federal expenditures exceeded $100m. 

Audit frequency 

The 1984 act and OMB Circular A-128 normally required annual audits but did permit biennial audits 

under certain circumstances. 

Audit reporting 

The 1984 act and OMB Circular A-128 required reports on financial statements, the schedule of federal 

assistance, internal control over compliance with laws and regulations, and compliance with federal laws 

and regulations. 

In practice, up to eight separate reports were issued on the following: 

 Financial statements 
 Schedule of federal assistance 
 Entity’s internal control relative to the financial statements 
 Entity’s compliance with laws and regulations relative to the financial statements 
 Internal control over federal financial assistance 
 General compliance requirements over federal financial assistance 
 Program-specific compliance requirements over major federal programs 
 Specific compliance over non-major federal programs 

1990 OMB Circular A-133 

In March 1990, OMB issued Circular A-133, Audits of Institutions of Higher Education and Other Non-Profit 

Institutions. This circular applied only to not-for-profit colleges and universities and other not-for-profit 

entities. It generally paralleled the requirements in Circular A-128. One of the main differences was the 

definition of a major federal program. A major program was an individual award or number of awards in a 

category of federal assistance for which expenditures were the larger of 3% of total federal funds 

expended or $100,000. An opinion was required as to whether each major program was being 

administered in compliance with laws and regulations. A major program included the following: 

 Research and development (R&D) 
 Student financial aid (SFA) 
 Individual awards other than SFA and R&D 
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Revised Single Audit Act and OMB Circular A-133 

In 1993 and 1994, the results of three studies were released recommending a number of changes to the 

single audit process. Resulting from these recommendations, Congress, U.S. Government Accountability 

Office (GAO), and OMB began to propose changes to the 1984 act, Circular A-128, and Circular A-133. 

The results were the Single Audit Act Amendments of 1996. The Single Audit Act Amendments of 1996 

(1996 amendments) expanded the 1984 act to include not-for-profit entities (including institutions of 

higher education) as well as states, local governments, and Indian tribal governments. The 1996 act also 

directed the OMB to prescribe guidance to implement the act. This was accomplished through the 1997 

reissuance of Circular A-133, Audits of States, Local Governments and Non-Profit Organizations, which 

superseded the 1990 Circular A-133 and Circular A-128. 

The 1996 amendments and the 1997 revised Circular A-133 included many changes to the single audit 

requirements. One significant change was it raised the threshold from $25,000 to $300,000 as the 

amount below which nonfederal entities were exempt from federal audit requirements. In addition, it gave 

the Director of OMB the authority to review the threshold every two years and raise it if deemed 

appropriate. It also changed the basis of the threshold from federal assistance received during the year 

to federal awards expended during the year. The 1996 amendments also changed the definition of “major 

program” from being based solely of the dollar size of the program, to being a program identified in 

accordance with risk-based criteria prescribed by OMB. This provision was included in the 1997 revision 

to Circular A-133. Circular A-133 was further revised in 2003 to increase the audit threshold to $500,000 

and again in 2007 to revise the terminology and definitions related to internal control deficiencies to 

conform to auditing standards. 
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Single audits under the Uniform Guidance 
The Uniform Guidance provides requirements and guidance regarding the compliance audit of federal 

awards portion of a single audit. Upon its effective date, the Uniform Guidance replaced previous 

guidance used by nonfederal entities as it relates to their federal awards and to auditors in conducting 

the compliance audits of those awards. 

Uniform Guidance 

In December 2013 the OMB issued the Uniform Guidance, which establishes uniform cost principles and 

audit requirements for federal awards to nonfederal entities and administrative requirements for all 

federal grants and cooperative agreements. On December 19, 2014, the federal award-making agencies 

issued a joint interim final rule to implement the Uniform Guidance. The regulations were effective 

December 26, 2014. As part of the joint interim rule, OMB also issued technical corrections to the 

Uniform Guidance and issued further technical corrections on September 10, 2015. OMB also issued 

amendments to the Uniform Guidance on July 22, 2015, related the collection and use of information 

related to the performance and integrity of entities receiving federal grants and contracts. Individual 

federal agencies issued their final implementing regulations in the latter part of 2015 and into 2016. 

Agency implementation 

Federal agencies were required to adopt, in unison, agency regulations that implement the 
Uniform Guidance. To accomplish this, all federal agencies were required to revise their 
existing regulations, policies, and procedures to be in line with the Uniform Guidance. As part 
of this, many agencies received OMB approval for exceptions to the Uniform Guidance 
requirements. Auditors and nonfederal entities need to pay particular attention to the growing 
number of exceptions, for example, there have been exceptions made to thresholds (like the 
micro-purchase threshold) for several agencies. 

The Uniform Guidance consolidates the requirements from OMB Circulars A-21, A-87, A-89, A-102, A-110, 

A-122, and A-133, and the guidance in Circular A-50 on single audit follow-up. The Uniform Guidance 

supersedes the pre-Uniform Guidance circulars for any federal awards that are subject to the Uniform 

Guidance administrative requirements and cost principles. Note that the cost principles for hospitals 

have not yet been incorporated into the Uniform Guidance, however, hospitals are subject to all other 

provisions of the Uniform Guidance. 

Effective and applicability date 

All single audits are now being performed under the Uniform Guidance. As it relates to administrative 

requirements and cost principles, nonfederal entities are required to implement the Uniform Guidance 

administrative requirements and cost principles for all new federal awards and for certain funding 
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increments made on or after December 26, 2014. With respect to funding increments, the following 

applies: 

 For awards made before December 26, 2014, funding increments issued on or after December 26, 
2014, where the agency modified the terms and conditions of the award are subject to the Uniform 
Guidance administrative requirements and cost principles. 

 For awards made before December 26, 2014, funding increments issued on or after December 26, 
2014, with no changes to the award terms and conditions continue to be subject to the applicable pre-
Uniform Guidance requirements. 

The effective date of the Uniform Guidance as it relates to a subaward is the same as the effective date 

of the federal award from which the subaward is made. 

Emphasis note for auditors 

Although the federal award date of a particular federal award may cause it to be subject to 
pre-Uniform Guidance administrative requirements and cost principles, all audits are required 
to be conducted in accordance with Uniform Guidance. 

What guidance is in the Uniform Guidance? 

This Uniform Guidance applies to 
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The requirements that apply to federal agencies, nonfederal entities, and auditors are found throughout 

the various subparts of the Uniform Guidance. 

The Uniform Guidance contains the following subparts: 

 Subpart A Acronyms and Definitions 200.0–200.99 
 Subpart B General Provisions 200.100–200.113 
 Subpart C Pre-Federal Award Requirements and Contents of Federal Awards 200.200–200.211 
 Subpart D Post Federal Award Requirements 200.300–200.345 
 Subpart E Cost Principles 200.400–200.475 
 Subpart F Audit Requirements 200.500–200.521 

There are 11 appendixes that follow the subparts of the Uniform Guidance. These appendixes include the 

following: 

 Appendix I to Part 200  Full Text of Notice of Funding Opportunity 
 Appendix II to Part 200 Contract Provisions for Non-Federal Entity Contracts Under  

       Federal Awards 
 Appendix III to Part 200 Indirect (F&A) Costs Identification and Assignment, and Rate 

       Determination for Institutions of Higher Education (IHEs) 
 Appendix IV to Part 200 Indirect (F&A) Costs Identification and Assignment, and Rate 

       Determination for Nonprofit Organizations 
 Appendix V to Part 200 State/Local Government and Indian Tribe-Wide Central Service  

       Cost Allocation Plans 
 Appendix VI to Part 200 Public Assistance Cost Allocation Plans 
 Appendix VII to Part 200 States and Local Government and Indian Tribe Indirect Cost Proposals 
 Appendix VIII to Part 200 Nonprofit Organizations Exempted From Subpart E, Cost Principles 
 Appendix IX to Part 200 Hospital Cost Principles 
 Appendix X to Part 200 Data Collection Form (Form SF-SAC) 
 Appendix XI to Part 200 Compliance Supplement 

As noted in the issued guidance, the Uniform Guidance is a means to streamline the guidance on 

administrative requirements, cost principles, and audit requirements for federal awards, and provides a 

government-wide framework for grants management. 

Knowledge check 

1. A single audit is an audit of a nonfederal entity that consists of 

a. Only the financial statement audit. 
b. Only the compliance audit of federal awards. 
c. Both the financial statement audit and the compliance audit of federal awards. 
d. An audit under a state mandated audit requirement. 
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Definitions 

In order to perform a high-quality single audit, the auditor should understand the terms used. Definitions 

relating to the Uniform Guidance are contained in Subpart A. Some key definitions that pertain to the 

audit requirements in Subpart F follow. 

Cluster of programs. A grouping of closely related programs that share common 
compliance requirements. The types of clusters of programs are 
R&D, SFA, and other clusters. Other clusters are defined by OMB in 
the Compliance Supplement or as designated by a state for federal 
awards the state provides to its subrecipients that meet the 
definition of a cluster of programs. When designing an “other 
cluster,” a state must identify the federal awards included in the 
cluster and advise the subrecipients of compliance requirements 
applicable to the cluster, consistent with the requirements for pass-
through entities as found in 2 CFR 200.331. A cluster of programs 
must be considered as one program for determining major 
programs, as described in 2 CFR 200.518, and, with the exception of 
R&D, whether a program-specific audit is elected. 

Federal award. Federal financial assistance and federal cost-reimbursement 
contracts under the Federal Acquisition Regulations that nonfederal 
entities receive directly from federal awarding agencies or indirectly 
from pass-through entities. 

Federal financial assistance. Assistance that nonfederal entities receive or administer in the form 
of grants, cooperative agreements, noncash contributions or 
donations of property (including donated surplus property), food 
commodities, direct appropriations, loans, loan guarantees, interest 
subsidies, insurance, and other assistance. 

Federal program. 
 

1. All federal awards to a nonfederal entity assigned a single 

number in the Catalog of Federal Domestic Assistance (CFDA). 

2. When no CFDA is assigned, all federal awards from the same 

agency made for the same purpose must be combined and 

considered one program. 

3. Notwithstanding (1) and (2) of this definition, a cluster of 

programs. 
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Internal control over 
compliance requirements for 
federal programs. 

A process, implemented by a nonfederal entity designed to provide 
“reasonable assurance” regarding the achievement of the following 
objectives for federal awards: 

a. Transactions are properly recorded and accounted for to  

(1) permit the preparation of reliable financial statements and 

federal reports, (2) maintain accountability over assets, and  

(3) demonstrate compliance with federal statutes, regulations, 

and the terms and conditions of the federal award. 

b. Transactions are executed in compliance with (1) federal 

statutes, regulations, and the terms and conditions of the federal 

award that could have a direct and material effect on a federal 

program, and (2) any other federal statutes and regulations that 

are identified in the Compliance Supplement. 

c. Funds, property, and other assets are safeguarded against loss 

from unauthorized use or disposition. 

Major program. A federal program determined by the auditor to be a major program 
in accordance with 2 CFR 200.518 of the Uniform Guidance or a 
program identified as major by a federal agency or pass-through 
entity. 

Nonfederal entity. A state or local government, Indian tribe, IHE, or nonprofit 
organization. 

Nonprofit organization. Any corporation, trust, association, cooperative, or other 
organization, not including IHEs, that 

1. is operated primarily for scientific, educational, service, 

charitable, or similar purposes in the public interest; 

2. is not organized primarily for profit; and 

3. uses its net proceeds to maintain, improve, or expand its 

operations. 

Pass-through entity. A nonfederal entity that provides a subaward to a subrecipient to 
carry out part of a federal program. 

Program-specific audit. A program-specific audit is an audit of a program’s financial 
statements and the entity’s compliance with direct and material 
compliance requirements as they relate to an individual federal 
program (rather than a single audit, which includes an audit of entity-
wide financial statements and federal programs). In the Uniform 
Guidance, 2 CFR 200.507 provides guidance on program-specific 
audits. 

Subrecipient. A nonfederal entity that receives a subaward from a pass-through 
entity to carry out part of a federal program. 

Types of compliance 
requirements. 

Compliance requirements are the federal statutes, regulations, and 
the terms and conditions that apply to the federal awards received 
by nonfederal entities. The OMB Compliance Supplement 
categorizes the compliance requirements into 12 types of 
compliance requirements. 
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Uniform Guidance requirements for auditors 

The Uniform Guidance contains requirements and guidance regarding all aspects of administering 

federal awards and performing single audits. An auditor will need to refer to subparts other than the audit 

requirements for information related to performing the audit. For example, in addition to the cost 

principles guidance found in Subpart E, information regarding internal control (2 CFR 200.303), and pass-

through entities and subrecipient monitoring (2 CFR 200.330-.331), is found in Subpart D. 

Subpart F of the Uniform Guidance contains audit requirements for federal awards. It includes specific 

audit requirements for auditors and certain other requirements for auditees and federal agencies. A brief 

summary of the sections found in Subpart F follows. 

Important note: The use of “should” and “must” 

In the Uniform Guidance, “must” indicates a requirement. The word “should” indicates a best 
practice or recommended approach. This is different than the use of the word “should” in 
auditing standards. In auditing standards “should” indicates a presumptively mandatory 
requirement, which the auditor is required to comply with, except in rare circumstances. 
There are very few uses of the word “should” in Subpart F of the Uniform Guidance.  

Audit requirements (2 CFR 200.501) 

Nonfederal entities that expend $750,000 or more a year in federal awards are required to have an audit 

conducted in accordance with the Uniform Guidance. 

When an auditee expends federal awards under only one federal program and the federal program’s 

statutes, regulations, or the terms and conditions of the federal award do not require a financial 

statement audit of the auditee, the auditee may elect to have a program-specific audit conducted in 

accordance with the Uniform Guidance. 

Nonfederal entities that expend less than $750,000 a year in federal awards are exempt from federal 

audit requirements for that year except those audits conducted or arranged by federal agencies to meet 

their needs. 

Basis for determining federal awards expended (2 CFR 200.502) 

The determination of when an award is expended must be based on when the activity related to the 

award occurs. Generally, the activity pertains to events that require the entity to comply with federal 

statutes, regulations, and the terms and conditions of the federal award. 

Relation to other audit requirements (2 CFR 200.503) 

An audit conducted in accordance with the Uniform Guidance is in lieu of any financial audit required 

under any other federal statute or regulation. To the extent this audit meets a federal agency’s needs, the 

agency must rely on and use such audit. A federal agency that conducts or contracts for additional audits 

must arrange for funding the cost of such additional audits. 
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A federal agency may request an auditee to have a particular federal program audited as a major 

program in lieu of the federal agency’s conducting or contracting for the additional audit. A pass-through 

entity may use these provisions for a subrecipient. 

Frequency of audits (2 CFR 200.504) 

The Single Audit Act Amendments of 1996 and the Uniform Guidance require that single audits be 

conducted annually except where biennial audits are permitted. Biennial audits, if permitted, must cover 

both years within the biennial period. A state or local government that is required by constitution or 

statute, in effect on January 1, 1987, to undergo its audits less frequently than annually, is permitted to 

undergo its audits biennially. Any not-for-profit entity that had biennial audits for all biennial periods 

ending between July 1, 1992, and January 1, 1995, is permitted to undergo its audits biennially. 

Sanctions (2 CFR 200.505) 

In cases of continued inability or unwillingness to have an audit conducted in accordance with the 

Uniform Guidance, federal agencies and pass-through entities must take appropriate action as provided 

in 2 CFR 200.338 of the Uniform Guidance (“Remedies for noncompliance”). 

Audit costs (2 CFR 200.506) 

A reasonable proportionate share of the cost of the audits made in accordance with the provisions of the 

Uniform Guidance is an allowable charge to federal awards. No audit costs may be charged to federal 

awards when audits required by the Uniform Guidance have not been made or have been made but not in 

accordance with the Uniform Guidance. Also unallowable is the cost of auditing a nonfederal entity that is 

exempt from the federal audit requirements because the federal awards expended are less than 

$750,000 in federal awards during the year. 

Program-specific audits (2 CFR 200.507) 

This section provides guidance regarding performing a program-specific audit, including when a 

program-specific audit guide is not available. 

Auditee responsibilities (2 CFR 200.508) 

The auditee must 

a. procure or otherwise arrange for audits required by the Uniform Guidance and ensure they are 
properly performed and submitted when due; 

b. prepare appropriate financial statements, including the schedule of expenditures of federal awards; 
c. promptly follow up and take corrective action on audit findings; and 
d. provide the auditor with access to personnel, accounts, books, records, supporting documentation, 

and other information as needed for the auditor to perform the audit. 

(As noted previously, the auditee has other responsibilities that are set forth in other sections of the 

Uniform Guidance.) 
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Auditor selection (2 CFR 200.509) 

In procuring audit services, auditees must follow the applicable procurement standards in Subpart D of 

the Uniform Guidance. When procuring audit services, the objective is to obtain high-quality audits. In 

requesting proposals for audit services, the objectives and scope of the audit must be made clear and 

the nonfederal entity must request a copy of the audit organization's peer review report which the auditor 

is required to make available publicly and provide when requested to the party contracting for an audit 

under GAGAS. Factors to be considered in evaluating each proposal for audit services include the 

responsiveness to the request for proposal, relevant experience, availability of staff with professional 

qualifications and technical abilities, the results of peer and external quality control reviews, and price. 

Whenever possible, auditees must make positive efforts to use small businesses, minority-owned firms, 

and women’s business enterprises in procuring audit services. An auditor who prepares the indirect cost 

proposal or cost allocation plan may not also be selected to perform the audit required by the Uniform 

Guidance when the indirect costs recovered by the auditee during the prior year exceed $1 million. 

Note: The GAGAS independence standards may affect auditor procurement where indirect cost 

proposals are involved. For more information on this topic, see chapter 3 of Government Auditing 

Standards, available at https://www.gao.gov/yellowbook/overview. 

Financial statements (2 CFR 200.510) 

The auditee must prepare financial statements for the fiscal year audited. The auditee must also prepare 

a schedule of expenditures of federal awards for the period covered by the auditee’s financial 

statements. 

Audit findings follow-up (2 CFR 200.511) 

The auditee is responsible for follow-up and corrective action on all audit findings. As part of this 

responsibility, the auditee must prepare a summary schedule of prior audit findings related to federal 

awards and a corrective action plan. 

Report submission (2 CFR 200.512) 

This section provides all the requirements related to report submission, including the requirement that 

the audit must be completed and the data collection form (Form SF-SAC) and reporting package 

submitted to the Federal Audit Clearinghouse within the earlier of 30 days after receipt of the auditor’s 

report(s) or nine months after the end of the audit period. 

Responsibilities (federal agencies) (2 CFR 200.513) 

This section provides guidance regarding the responsibilities of cognizant agencies for audit, oversight 

agencies for audit, and federal awarding agencies. 

(As noted previously, federal agencies have other responsibilities that are set forth in other sections of 

the Uniform Guidance.) 

https://www.gao.gov/yellowbook/overview
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Scope of audit (2 CFR 200.514) 

The Uniform Guidance requires that the auditor conduct the audit in accordance with GAGAS, which, by 

reference, includes GAAS. Furthermore, the audit includes the following: 

a. An audit of the entity’s financial statements and related schedule of expenditures of federal awards 
b. Procedures related to internal controls over compliance for major programs 
c. A determination regarding whether the auditee complied with the compliance requirements that 

could have a material effect on each of the major programs 
d. Procedures to follow up on prior audit findings 
e. Completion of portions of a data collection form by the auditor 

Audit reporting (2 CFR 200.515) 

The auditor’s reports, which may be in the form of either combined or separate reports, must state that 

the audit was performed in accordance with the Uniform Guidance and include the following: 

a. An opinion, or disclaimer of opinion, on the financial statements and an opinion, or disclaimer of 
opinion, about whether the schedule of expenditures of federal awards is fairly stated in all material 
respects in relation to the financial statements as a whole 

b. A report on internal control over financial reporting and compliance 
c. A report on compliance for each major program and a report on internal control over compliance 
d. A schedule of findings and questioned costs 

Audit findings (2 CFR 200.516) 

The types of findings that must be reported are found in this section. Furthermore, the detail information 

required to be included in a finding is set forth here. In general, material weaknesses and significant 

deficiencies in internal control over financial reporting, material noncompliance related to a major federal 

program, certain questioned costs, and other specified items are required to be reported as an audit 

finding in the schedule of findings and questioned costs. 

Audit documentation (2 CFR 200.517) 

The Uniform Guidance requires the retention of audit documentation and reports for a minimum of three 

years after the date of issuance of the audit report to the auditee, unless the auditor is notified in writing 

to extend the retention period. Audit documentation must be made available on request to the cognizant 

or oversight audit agency or its designee, a federal agency providing direct or indirect funding, or GAO at 

the completion of the audit. 

AU-C section 230, Audit Documentation,1 specifies that a retention period should not be 
shorter than five years from the report release date. GAAS documentation retention guidance 
should be followed for a Uniform Guidance compliance audit because the five-year retention 
period of GAAS exceeds the Uniform Guidance three-year requirement. 

 

                                                        
1
 AU-C sections can be found in AICPA Professional Standards. 
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Major program determination (2 CFR 200.518) 

In a single audit, the auditor must use a risk-based approach to determine which federal programs are 

major programs. This section provides the process that must be followed in determining major 

programs. 

Criteria for federal program risk (2 CFR 200.519) 

As part of determining federal program risk, the auditor’s determination should be based on an overall 

evaluation of the risk of noncompliance occurring that could be material to the federal program. The 

criteria to be considered in assessing federal program risk are 

a. current and prior audit experience, 
b. oversight exercised by federal agencies and pass-through entities, and 
c. inherent risk of the federal program. 

Criteria for a low-risk auditee (2 CFR 200.520) 

The criteria to be considered in determining whether an auditee qualifies as a low-risk auditee are set 

forth in this section. 

Management decision (2 CFR 200.521) 

This section contains guidance regarding management decisions issued, including responsibilities of 

federal agencies and pass-through entities. 

Knowledge check 

2. Which statement concerning the use of the word “must” in the Uniform Guidance is correct? 

a. It indicates a presumptively mandatory requirement that the auditor is required to comply 
with, except in rare circumstances. 

b. Must means should. 
c. Must is defined as a requirement. 
d. It indicates a recommended approach or best practice. 



© 2019 Association of International Certified Professional Accountants. All rights reserved. 1-16 

Resources 
A good resource for information regarding the Uniform Guidance is the Government Audit Quality Center 

(GAQC) at https://www.aicpa.org/interestareas/governmentalauditquality.html. In addition to providing 

information on how the Uniform Guidance affects nonfederal entities, the GAQC also provides updates 

on any clarifying guidance issued by OMB related to the Uniform Guidance. 

The Uniform Guidance is available on the electronic CFR website at Title 2 U.S. Code of Federal 

Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 

Requirements for Federal Awards. In addition, the Chief Financial Officers Council website at 

https://cfo.gov//grants/grants-resources/ has a number of documents related to the Uniform Guidance. 

Although many are out of date, the Frequently Asked Questions (FAQ) document provides up to date 

information on Uniform Guidance requirements. The most up-to-date FAQ is available at 

https://cfo.gov/grants/grants-resources/. 

 

http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
https://www.aicpa.org/interestareas/governmentalauditquality.html
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
https://cfo.gov/grants/grants-resources/
https://cfo.gov/grants/grants-resources/
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Chapter 2  

Responsibilities Under Auditing Standards 
and Initial Planning Considerations 

Learning objectives 

 Identify the basic sets of standards and requirements that apply to single audits. 

 Recognize key requirements in generally accepted auditing standards (GAAS) that apply to a 
compliance audit. 

 Identify additional considerations for audit planning in a Uniform Guidance compliance audit. 

Introduction 

In planning an audit to meet the requirements of Title 2 U.S. Code of Federal Regulations (CFR) Part 200, 

Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards 

(Uniform Guidance), the auditor needs to consider a number of matters in addition to those ordinarily 

associated with an audit of financial statements in accordance with GAAS and generally accepted 

government auditing standards (GAGAS) (found in Government Auditing Standards or the Yellow Book). 

This chapter discusses GAAS as applicable to a Uniform Guidance compliance audit. It also discusses 

additional planning considerations for a single audit performed under the Uniform Guidance. 
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Auditing standards applicable to a Uniform 
Guidance compliance audit 
Single audits are required to be performed in accordance with GAGAS, which incorporates by reference 

the AICPA Statements on Auditing Standards. AU-C section 935, Compliance Audits,1 addresses a 

compliance audit and is applicable when an auditor is engaged, or required by law or regulation, to 

perform a compliance audit in accordance with all of the following: 

 GAAS 
 The standards for financial audits under GAGAS 
 A governmental audit requirement that requires the auditor to express an opinion on compliance 

Government Auditing Standards, 2018 Revision 

In July 2018, the U.S. Government Accountability Office (GAO) issued Government Auditing Standards, 

2018 Revision (2018 revision). Upon its effective date, the 2018 revision will supersede the December 

2011 revision of the standards. The effective date of the 2018 revision is for financial audits, attestation 

engagements, and reviews of financial statements for periods ending on or after June 30, 2020, and for 

performance audits beginning on or after July 1, 2019. Therefore, the first full fiscal year audits 

performed under the 2018 revision will be for June 30, 2020, year-ends. Access to the 2018 revision is 

available on the GAO website at www.gao.gov/yellowbook/overview. Following are some changes from 

existing guidance as found in the 2018 revision. 

Format and organization — One important change relates to the format and organization of the content. 

The 2018 revision presents all requirements within a box, with the application guidance following. This 

allows for clear identification of the requirements versus application guidance. Furthermore, two 

chapters were added and content within chapters has been reorganized. Application guidance has been 

added to a number of topics. In addition, content that previously was in the appendixes to the 2011 

revision or the current GAO CPE guidance document addressing common CPE questions has either been 

incorporated into the 2018 revision or removed. 

Independence — This area is one that has some of the more significant changes, particularly as it relates 

to nonaudit services. For example, the 2018 revision states that auditors should conclude that preparing 

financial statements in their entirety from a client provided trial balance or underlying accounting records 

creates significant threats to an auditor’s independence. For this type of nonaudit service, auditors 

should document the threats and safeguards applied to eliminate and reduce threats to an acceptable 

level or decline to perform the service. 

  

                                                        
1
 All AU-C sections can be found in AICPA Professional Standards. 

www.gao.gov/yellowbook/overview
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The 2018 revision also states that auditors should identify as threats to independence certain other 

services related to preparing accounting records and financial statements. Included in this list are 

 recording transactions for which management has determined or approved the appropriate account 
classification or posting coded transaction to an audited entity’s ledger; 

 preparing certain line items or sections of the financial statements based on information in the trial 
balance; 

 posting entries that an audited entity’s management has approved to the entity’s trial balance; and 
 preparing account reconciliations that identify reconciling items for the audited entity management’s 

evaluation. 

When performing these types of services, auditors should evaluate the significance of threats to 

independence and should document the evaluation of the significance of such threats. 

The 2018 Yellow Book includes two flowcharts at the end of chapter 3 that further illustrate the 

independence requirements. Figure 1, “Generally Accepted Government Auditing Standards Conceptual 

Framework for Independence,” covers threats to independence in general. Figure 1 refers the user to 

figure 2, “Independence Considerations for Preparing Accounting Records and Financial Statements,” 

when the consideration is regarding those specific nonaudit services. The flowcharts are a good tool to 

assist auditors in understanding the requirements around independence. 

Overall, there is increased emphasis in the 2018 revision regarding the consideration of nonaudit services 

by the auditor. This is an area that needs to be considered early on because an auditor is required to be 

independent from an audited entity during any period of time that falls within the period covered by the 

financial statements or subject matter of the engagement, and the period of the professional 

engagement. For example, an auditor performing nonaudit services related to a June 30, 2020, financial 

statement audit (the first full fiscal year required to be audited under the 2018 Yellow Book), the auditor is 

required to be independent beginning July 1, 2019. 

  Government Auditing Standards, 2018 Revision – Independence alert 

An auditor must be independent from the audited entity for the entire period under audit. 
Therefore, for a June 30, 2020, fiscal year-end, which is the first fiscal year required to be 
audited under the 2018 revision, an auditor is required to comply with the 2018 Yellow Book 
independence requirements beginning July 1, 2019.  

CPE — The application guidance for CPE emphasizes the need to obtain CPE related to Government 

Auditing Standards, particularly in a year where the standards have been revised. In addition, as noted 

previously, certain guidance found in GAO’s 2005 document “Guidance on GAGAS Requirements for 

Continuing Professional Education,” has been included as application guidance in the 2018 revision. 

Upon the effective date of the revision, that document will be superseded. 

Peer review — The content related to peer review has been expanded and includes a listing of recognized 

peer review organizations. The 2018 revision notes that audit organizations affiliated with a recognized 
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peer review organization should comply with their requirements and certain other requirements found in 

the 2018 revision. 

Waste and abuse — The 2011 revision of Government Auditing Standards included auditor requirements 

related to abuse. The 2018 revision moves the concept of abuse to application guidance and adds the 

concept of waste. 

Reviews of financial statements — The 2018 revision added guidance related to reviews of financial 

statements. 

Performance audits — The content related to performance audits now includes considerations for when 

internal control is significant to the audit objectives. 

The new course, “The New Yellow Book: Government Auditing Standards, 2018 Revision,” is 
available now. 

Applying AU-C section 935 to the compliance audit 

AU-C section 935 addresses the application of GAAS to the compliance audit component of a single 

audit. Compliance audits are usually performed in conjunction with a financial statement audit; however, 

AU-C section 935 does not apply to the financial statement component of single audit engagements. 

The following sections summarize some of the key requirements contained in AU-C section 935. Also 

included is information and guidance from other AU-C sections that are particularly relevant to the 

discussion. In addition, some information regarding a Uniform Guidance compliance audit is highlighted 

to assist in showing the relevance and applicability of the GAAS material discussed to the compliance 

audit. 

Adapting and applying the AU-C sections to a compliance audit 

AU-C sections 200–800 address audits of financial statements, as well as other types of engagements. 

When performing a compliance audit, the auditor, using professional judgment, should adapt and apply 

the AU-C sections to the objectives of the compliance audit, except for those AU-C sections listed in the 

appendix to AU-C section 935. The appendix, “AU-C Sections That Are Not Applicable to Compliance 

Audits,” provides a list of AU-C section requirements that are not applicable to a compliance audit. All 

other AU-C sections not identified in the appendix should be adapted and applied to a compliance audit 

when they are relevant and necessary to meet the objectives of the audit. 

Some AU-C sections can be adapted and applied to a compliance audit with relative ease, for example, by 

simply replacing the word misstatement with the word noncompliance. Other AU-C sections are more 

difficult to adapt and apply and entail additional modification. For that reason, AU-C section 935 provides 

more specific guidance on how to adapt and apply certain AU-C sections to a compliance audit. 
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Objectives in a compliance audit 

The auditor’s objectives in a compliance audit are 

 to obtain sufficient appropriate audit evidence to form an opinion and report at the level specified in 
the governmental audit requirement on whether the entity complied in all material respects with the 
applicable compliance requirements and 

 to identify audit and reporting requirements specified in the governmental audit requirement that are 
supplementary to GAAS and GAGAS, if any, and perform procedures to address those requirements. 

The Uniform Guidance states that in addition to performing a financial statement audit in 
accordance with GAAS and GAGAS, the auditor must determine whether the auditee has 
complied with federal statutes, regulations, and the terms and conditions of federal awards 
that may have a direct and material effect on each of its major programs. A Uniform Guidance 
compliance audit results in the auditor expressing an opinion on the auditee’s compliance with 
those compliance requirements for each of its major programs. In addition, the Uniform 
Guidance contains audit and reporting requirements relating to internal control over 
compliance. 

Establishing materiality levels 

AU-C section 935 states that the auditor should establish and apply materiality levels for the compliance 

audit based on the governmental audit requirement. As noted in paragraph .A8 of AU-C section 935, in a 

compliance audit the auditor’s judgment about matters that are material to users of the auditor’s report is 

also based on consideration of the needs of users as a group, including grantors. 

In a compliance audit, the auditor’s purpose for establishing materiality levels is to 

 determine the nature and extent of risk assessment procedures; 
 identify and assess the risks of material noncompliance; 
 determine the nature, timing, and extent of further audit procedures; 
 evaluate whether the entity complied with the direct and material compliance requirements; 
 report findings of noncompliance and other matters required to be reported by the governmental 

audit requirement. 

In designing audit tests and developing an opinion on the auditee’s compliance with direct and 
material compliance requirements in a Uniform Guidance compliance audit, the auditor should 
apply the concept of materiality to each major program, rather than to all major programs 
combined or the auditee’s financial statements. 

However, the Uniform Guidance requires the auditor to consider a lower level of materiality for 
purposes of reporting audit findings in the schedule of findings and questioned costs. The 
auditor’s determination of whether an instance of noncompliance with federal statutes, 
regulations, and the terms and conditions of federal awards is material for the purpose of 
reporting an audit finding is in relation to a type of compliance requirement identified in the 
Compliance Supplement (for example, activities allowed or unallowed, cash management, 
eligibility, or reporting) for a major program. 
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Identifying government programs and applicable compliance requirements 

A compliance audit is based on the premise that management is responsible for identifying the entity’s 

government programs and understanding and complying with the compliance requirements. According 

to AU-C section 935, management’s responsibilities include the following: 

 Identifying the entity’s government programs and understanding and complying with the compliance 
requirements 

 Establishing and maintaining effective controls that provide reasonable assurance that the entity 
administers federal programs in compliance with the compliance requirements 

 Evaluating and monitoring the entity’s compliance with the compliance requirements 
 Taking corrective action when instances of noncompliance are identified, including corrective action 

on audit findings reported in the compliance audit 

The applicable types of compliance requirements to be tested in a Uniform Guidance 
compliance audit are the direct and material types of compliance requirements listed in the 
Compliance Supplement issued by the Office of Management and Budget (OMB). 

Evaluating the sufficiency and appropriateness of the audit evidence and forming an opinion 

The auditor should evaluate the sufficiency and appropriateness of the audit evidence obtained. The 

auditor should form an opinion (at the level specified by the governmental audit requirement) on whether 

the entity complied in all material respects with the applicable compliance requirements and report 

appropriately. 

The level specified by the Uniform Guidance is each major program. In forming an opinion, the 
auditor should evaluate likely questioned costs, not just known questioned costs, as well as 
other material noncompliance that, by its nature, may not result in questioned costs. 

Written representations 

The auditor should request from management written representations that are tailored to the entity and 

the governmental audit requirement. This will require additional representations related to compliance. 

Subsequent events 

The auditor should perform audit procedures up to the date of the auditor’s report to obtain sufficient 

appropriate audit evidence that all subsequent events related to the entity’s compliance during the period 

covered by the auditor’s report on compliance have been identified. 

The auditor should consider the auditor’s risk assessment in determining the nature and extent of such 

audit procedures, which should include, but are not limited to, inquiring of management about the 

following matters and considering 

 relevant internal auditor’s reports issued during the subsequent period; 
 other auditor’s reports identifying noncompliance that were issued during the subsequent period; 
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 reports from grantors and pass-through entities on the entity’s noncompliance that were issued 
during the subsequent period; and 

 information about the entity’s noncompliance obtained through other professional engagements 
performed for that entity. 

The auditor has no obligation to perform any audit procedures related to the entity’s 
compliance during the period subsequent to the period covered by the auditor’s report. 
However, if — before the report release date — the auditor becomes aware of noncompliance in 
the period subsequent to the period covered by the auditor’s report that is of such a nature and 
significance that its disclosure is needed to prevent report users from being misled, the auditor 
should discuss the matter with management and, if appropriate, those charged with 
governance, and should include an other-matter paragraph in his or her report describing the 
nature of the noncompliance. 

Documentation 
As illustrated in the following diagram, for Uniform Guidance compliance audits, the auditor must 
consider documentation standards that reside in several different sources: 

 

AU-C section 230, audit documentation 

Audit documentation is the record of audit procedures performed, relevant audit evidence obtained, and 
conclusions reached. Paragraph .08 of AU-C section 230 states that the auditor should prepare audit 
documentation that is sufficient to enable an experienced auditor, having no previous connection to the 
audit, to understand the nature, timing, and extent of the audit procedures performed; the results of audit 
procedures performed and the audit evidence obtained; and significant findings or issues arising during 
the audit, the conclusions reached, and significant professional judgments made in reaching those 
conclusions. 

AU-C section 230 provides guidance related to identifying the preparer, reviewer, and timing of audit 
documentation; documenting specific items tested; documenting departures from relevant 
presumptively mandatory requirements; revising audit documentation after the date of the auditor’s 

Audit documentation 
standards 

AU-C section 230  

Uniform Guidance  

Documentation standards in Uniform Guidance audits 

Government Auditing 
Standards 
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report; and ownership and confidentiality of audit documentation. Government Auditing Standards 

includes an additional requirement that auditors should document, before the report release date, 

supervisory review of the evidence that supports the findings, conclusions, and recommendations 

contained in the auditor’s report. 

Documentation requirements of AU-C section 935 

AU-C section 935 provides that the auditor should document 

 the risk assessment procedures performed, including those related to gaining an understanding of 
internal control over compliance; 

 his or her responses to the assessed risks of material noncompliance, the procedures performed to 
test compliance with the applicable compliance requirements, and the results of those procedures, 
including any tests of controls over compliance; 

 materiality levels and the basis on which they were determined; and 
 how he or she complied with the specific governmental audit requirements that are supplementary to 

GAAS and GAGAS. 

Audit risk of noncompliance considerations 

The requirements and guidance related to the auditor’s consideration of audit risk of noncompliance and 

materiality when planning and performing a single audit is found in AU-C section 935 and AU-C section 

320, Materiality in Planning and Performing an Audit. Audit risk of noncompliance and materiality, among 

other matters, need to be considered together for each major program being audited as well as for each 

direct and material compliance requirement in determining the nature, timing, and extent of audit 

procedures and in evaluating the results of those procedures. 

The Uniform Guidance states that the auditor must determine whether the auditee has 
complied with federal statutes, regulations, and the terms and conditions of federal awards 
that may have a direct and material effect on each of its major programs. Therefore, in 
developing an audit plan for a single audit, the auditor should assess not only the risk that 
noncompliance may have a material effect on the financial statements, but also the risk that 
noncompliance may have a material effect on each major program. 
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• The risk that the auditor expresses an inappropriate audit 
opinion on the entity’s compliance when material 
noncompliance exists.  

• It is a function of the risks of material noncompliance and 
detection risk of noncompliance. 

Audit risk of 
noncompliance 

• The risk that material noncompliance exists before the audit. 

• It consists of inherent risk of noncompliance and control risk 
of noncompliance. Risk of material 

noncompliance 

• The susceptibility of a major program’s compliance 
requirements to noncompliance that could be material, 
either individually or when aggregated with other instances 
of noncompliance, before consideration of any related 
controls over compliance. 

Inherent risk of 
noncompliance 

• The risk that noncompliance with a compliance 
requirement that could occur and that could be material to 
a major program—either individually or when aggregated 
with other instances of noncompliance—will not be 
prevented (or detected and corrected) in a timely manner 
by the entity’s internal control over compliance. 

Control risk of 
noncompliance 

•Managed by the auditor’s response to the risks of material 
noncompliance. 

•The risk that the procedures performed by the auditor to reduce 
audit risk of noncompliance to an acceptably low level will not detect 
noncompliance that exists and that could be material to a major 
program—either individually or when aggregated with other 
instances of noncompliance. 

Detection risk of 
noncompliance 
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Risk assessment process 

The auditor should perform risk assessment procedures, assess the risks of noncompliance, and 

perform further procedures to respond to the assessed risks of noncompliance. 

Performing risk assessment procedures 

For each of the government programs and applicable compliance requirements selected for testing, the 

auditor should perform risk assessment procedures to obtain a sufficient understanding of the applicable 

compliance requirements and the entity’s internal control over compliance with those compliance 

requirements. 

In performing risk assessment procedures, the auditor should do the following: 

Inquire 

Inquire of management about whether reports or other written communications contain 
findings and recommendations resulting from previous audits, attestation engagements, and 
internal or external monitoring that directly relate to the objectives of the compliance audit. 

Understand 

Gain an understanding of management’s response to findings and recommendations that 
could have a material effect on the entity’s compliance with the applicable compliance 
requirements (for example, taking corrective action). 

Assess and respond 

Use this information to assess risk and determine the nature, timing, and extent of the audit 
procedures for the compliance audit, including determining the extent to which testing the 
implementation of any corrective actions is applicable to the audit objectives. 

Assessing the risks of material noncompliance 

The auditor should assess the risks of material noncompliance whether due to fraud or error for each 

applicable compliance requirement and should consider whether any of those risks are pervasive to the 

entity’s compliance because they may affect the entity’s compliance with many compliance 

requirements. 

Performing further audit procedures in response to assessed risks 

If the auditor identifies risks of material noncompliance that are pervasive to the entity’s compliance, the 

auditor should develop an overall response to such risks. 

The auditor should design and perform further audit procedures, including tests of details (which may 

include tests of transactions) to obtain sufficient appropriate audit evidence about the entity’s 

compliance with each of the applicable compliance requirements in response to the assessed risks of 

material noncompliance. Risk assessment procedures, tests of controls, and analytical procedures alone 

are not sufficient to address a risk of material noncompliance. 
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The procedures performed in response to the assessed risks of material noncompliance should include 

performing tests of controls over compliance if 

 the auditor’s risk assessment includes an expectation of the operating effectiveness of controls over 
compliance related to the applicable compliance requirements; 

 substantive procedures alone do not provide sufficient appropriate audit evidence; or 
 such tests of controls over compliance are required by the governmental audit requirement, as is the 

case with the Uniform Guidance. 

If any of the aforementioned conditions are met, the auditor should test the operating effectiveness of 

controls over each applicable compliance requirement to which the conditions apply. 

The Uniform Guidance requires the auditor to test internal control over compliance except 
when the auditor determines that the internal control over the compliance requirement is 
likely to be ineffective in preventing or detecting noncompliance. When the auditor 
determines that internal control over compliance is likely to be ineffective, the auditor must 
report a finding. 

Knowledge check 

1. Which AU-C section provides specific guidance for compliance audits? 

a. AU-C section 315. 
b. AU-C section 265. 
c. AU-C section 905. 
d. AU-C section 935. 

2. When designing audit tests and developing an opinion on compliance with direct and material 
compliance requirements, the auditor generally considers materiality in relation to what? 

a. The financial statements as a whole. 
b. Each major program as a whole. 
c. All major programs combined. 
d. The schedule of expenditures of federal awards. 

3. When determining whether an instance of noncompliance with federal statutes, regulations, and the 
terms and conditions of federal awards is material for the purpose of reporting an audit finding, the 
auditor considers materiality in relation to what? 

a. Each major program as a whole. 
b. All major programs combined. 
c. The financial statements as a whole. 
d. A type of compliance requirement identified in the Compliance Supplement. 
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Planning considerations 

Scope of the audit 

When planning the audit, it is important to consider the scope of a single audit. As part of a single audit, 

the auditor has responsibilities in a number of areas in addition to the audit of financial statements. A 

summary of the auditor’s responsibilities follows. 

Financial 
statements 

The auditor must determine whether the financial statements of the auditee are 
presented fairly in all material respects in conformity with generally accepted 
accounting principles. The auditor must also determine whether the schedule of 
expenditures of federal awards is stated fairly in all material respects in relation to 
the auditee’s financial statements as a whole. 

Internal control In addition to the requirements of GAGAS, the auditor must perform procedures to 
obtain an understanding of internal control over federal programs sufficient to plan 
the audit to support a low assessed level of control risk for each major program. The 
auditor must also test internal control over each major program as planned, unless 
the auditor determines that internal control over compliance is likely to be ineffective. 

Compliance In addition to the requirements of GAGAS, the auditor must determine whether the 
auditee has complied with federal statutes, regulations, and the terms and conditions 
of federal awards that may have a direct and material effect on each of its major 
programs. 

Audit follow-up The auditor must follow up on prior audit findings, perform procedures to assess the 
reasonableness of the summary schedule of prior audit findings prepared by the 
auditee, and report, as a current year audit finding, when the auditor concludes that 
the summary schedule of prior audit findings materially misrepresents the status of 
any prior audit finding. 

Data collection 
form 

The auditor must complete and sign specified sections of the data collection form. 

Initial-year audit considerations 

An auditor accepting, or contemplating accepting, a Uniform Guidance compliance audit engagement 

might consider requesting certain information to assist in the major program determination process. 

Information that will assist the auditor includes the following: 

 Federal awards expended by federal programs 
 Prior-period findings and questioned costs (including the corrective action plan and management 

decision related to the findings and summary schedule of prior audit findings) 
 Correspondence from program officials indicating potential problems 
 New programs 
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 Changes to programs 
 Amount of funding passed through to subrecipients, by individual federal program 
 Federal programs audited as a major program for the last two years 

Agreeing on the terms of the engagement with management 

AU-C section 210, Terms of Engagement, provides guidance related to the auditor’s responsibilities in 

agreeing upon the terms of an audit engagement with management or, when appropriate, those charged 

with governance. AU-C section 210 introduces certain preconditions that should be present before the 

auditor accepts the engagement. 

The terms of the engagement generally include the information found in paragraph .10 of AU-C section 

210 and should be documented in an audit engagement letter or other suitable form of written 

agreement. In addition to the matters communicated as part of the financial statement audit performed 

in accordance with GAGAS, the communication should include the planned work and level of assurance 

related to internal control over compliance and compliance with federal statutes, regulations, and the 

terms and conditions of federal awards necessary for an audit in accordance with the Uniform Guidance. 

Examples of the type of information to be included in the communication when performing an 
audit in accordance with the Uniform Guidance 

 A statement that the supplementary schedule(s) to be considered in the audit include the 
schedule of expenditures of federal awards 

 The objective of an audit in accordance with the Uniform Guidance 
 A description of the additional reports required by the Uniform Guidance that the auditor is 

expected to prepare and issue, including any limitation on their use 
 A description of management’s responsibility for 

– identifying all federal awards received, 
– preparing the schedule of expenditures of federal awards (including notes to the 

schedule) in accordance with Uniform Guidance requirements, 
– internal control over compliance, 
– compliance with federal statutes, regulations, and the terms and conditions of federal 

awards, 
– following up and taking corrective action on audit findings, including the preparation of 

a summary schedule of prior audit findings and a corrective action plan, and 
– submitting the reporting package and data collection form 
A statement that management will make the auditor aware of significant contractor 

relationships so the auditor can 

– evaluate whether a contractor or subrecipient relationship exists and 
– determine if additional procedures on contractor records will be necessary 

 A description of the auditor’s responsibility in a compliance audit of major programs under 
the Uniform Guidance, including the determination of major programs, the consideration of 
internal control over compliance, and reporting responsibilities 

 A statement that the parties to whom audit documentation will be made available upon 
request include federal agencies and the U.S. GAO 
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Defining the entity to be audited 

One of the initial tasks during the planning process of a single audit is determining whether management 

has properly defined the entity to be audited. The Uniform Guidance states that the audit must cover the 

entire operations of the auditee, or, at the option of the auditee, such audit must include a series of audits 

that cover an auditee’s departments, agencies, and other organizational units that expended or otherwise 

administered federal awards during the audit period. If an auditee elects this option, each audit must 

encompass the financial statements and the schedule of expenditures of federal awards for each such 

department, agency, or other organizational unit, which must be considered a nonfederal entity. The 

financial statements and schedule of expenditures of federal awards must be for the same audit period. 

In these circumstances, the nonfederal entity-wide financial statements may also include the 

departments, agencies, or other organizational units that have separate audits and prepare separate 

financial statements. 

For example, if a local government has its school districts audited separately, it would be acceptable for 

the local government’s financial statements to include the school districts, even though the school 

districts were not included in the local government’s Uniform Guidance compliance audit (and, 

consequently, the schedule of expenditures of federal awards for the local government did not include 

the school districts’ federal awards) because a separate Uniform Guidance compliance audit was 

conducted on the school districts. However, if separate financial statements were not prepared for the 

school districts, it would be unacceptable for a separate Uniform Guidance compliance audit to be 

conducted on the school districts (that is, the local government’s entity-wide financial statements and 

financial statement audit could not be used as a substitute for separate financial statements and 

financial statement audit for the school districts). 

Determining the audit period 

An audit performed in accordance with the Uniform Guidance should cover the auditee’s financial 

transactions (including transactions related to federal awards) for its fiscal year (or a two-year period, if 

allowed by the Uniform Guidance), which may not be the same as the period of the programs being 

funded. Thus, the audit might include only a part of the transactions of a federal award because some 

transactions may not occur within the period covered by the audit. Biennial audits are allowed only under 

very limited circumstances as described in 2 CFR 200.504. 

Considerations related to the issuance of the Uniform Guidance 

Applicability and effective date — administrative requirements and cost principles 

Nonfederal entities are required to implement the Uniform Guidance administrative requirements  

and cost principles for all new federal awards and to certain funding increments made on or after 

December 26, 2014. As it relates to funding increments for awards made before December 26, 2014, 
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 funding increments issued on or after December 26, 2014, where the agency modified the terms and 
conditions of the award are subject to the Uniform Guidance administrative requirements and cost 
principles; and 

 funding increments issued on or after December 26, 2014, with no changes to the award terms and 
conditions continue to be subject to the applicable pre-Uniform Guidance requirements. 

Note: The effective date of the Uniform Guidance as it relates to a subaward is the same as the effective 

date of the federal award from which the subaward is made. 

It is possible that auditees may have unexpended funds from awards subject to pre-Uniform 
Guidance administrative requirements and cost principles, as found in OMB circulars. This can 
be true even within one major program. This situation will exist until awards subject to pre-
Uniform Guidance requirements are fully expended. 

During the planning process for testing major programs, the auditor should determine the 
applicable criteria for each award within the major program being tested. The auditor can 
review federal award documents to determine the award dates and the terms and conditions 
that specify the applicable requirements. Auditors and auditees can also consult with agency 
single audit coordinators or program officials if questions arise about which set of 
requirements apply.  

Agency exceptions—Uniform Guidance administrative requirements and cost principles 

Federal agencies were required to adopt the Uniform Guidance into their agency regulations. Some 

agencies received OMB approval for exceptions to the Uniform Guidance requirements. Most federal 

agency regulations for grants and agreements are located in the CFR at Title 2, Grants and Agreements. 

However, one of the exceptions is the Department of Health and Human Services, which codified the 

entire Uniform Guidance, as revised for their agency exceptions, at 45 CFR Part 75. 

Auditors and nonfederal entities need to pay particular attention to the growing number of agency 

exceptions. Nonfederal entities and auditors that have questions about the nature of agency exceptions, 

and the effect of such exceptions on the audit, may consult with agency single audit coordinators or 

program officials. 

Existence of an internal audit function 

If an internal audit function exists at the auditee, when gaining an understanding of internal control, the 

auditor should obtain an understanding of the internal audit function sufficient to identify internal audit 

activities that are relevant to planning the audit. Internal auditors may monitor compliance requirements 

that affect the financial statement audit as well as those that affect major programs. In obtaining an 

understanding of the internal audit function as it relates to compliance requirements in a Uniform 

Guidance compliance audit, the following procedures may be helpful in assessing the relevance of 

internal audit activities: 

 Consideration of knowledge from prior year audits 
 Reviewing how the internal auditors allocate their audit resources to compliance activities 

http://www.ecfr.gov/cgi-bin/text-idx?SID=de0670a55b7973d59f4c4531db1e87d1&mc=true&tpl=/ecfrbrowse/Title02/2tab_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?node=pt45.1.75
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 Reading internal audit reports to obtain detailed information about the scope of internal audit 
activities as it relates to compliance with direct and material compliance requirements 

AU-C section 610, Using the Work of Internal Auditors, provides requirements and guidance related to the 

external auditor’s responsibilities if using the work of internal auditors. Using the work of internal auditors 

includes both (a) using the work of the internal audit function in obtaining audit evidence and (b) using 

internal auditors to provide direct assistance under the direction, supervision, and review of the external 

auditor. 

Knowledge check 

4. Which is not a primary consideration for the auditor to consider during the planning phase of a single 
audit? 

a. Compliance with the entity’s internal operating policies. 
b. Compliance with federal statutes, regulations, and the terms and conditions of federal 

awards. 
c. The schedule of expenditures of federal awards. 
d. Internal control over compliance. 

Exercise 

Entity A has a June 30, 2018, year-end and is the recipient of the following federal awards: 

 Award A funding period is 12-01-17 to 11-30-18. 
 Incremental funding for Award B dated 01-01-2018, based on an original award date of January 1, 

2014 — The award terms and conditions were revised upon the incremental funding action. 
 Incremental funding for Award C dated 11-01-2017, based on an original award date of November 1, 

2014 — The award terms and conditions were not revised upon the incremental funding action. 
 Incremental funding for Award D dated 05-01-2018, based on an original award date of May 1,  

2015 — The award terms and conditions were not revised upon the incremental funding action. 

Which set of administrative requirements and cost principles is each award subject to — the pre-Uniform 

Guidance circulars or the Uniform Guidance administrative requirements and cost principles? 
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Chapter 3  

Pass-through Entities and Subrecipients 

Learning objectives 

 Differentiate the terms pass-through entity, recipient, subrecipient, and contractor. 

 Identify a nonfederal entity’s responsibilities regarding contractors and subrecipients. 

 Identify the auditor’s responsibilities regarding pass-through entities and subrecipients in a Uniform 
Guidance compliance audit. 

Introduction 

In an audit performed under Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform 

Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform 

Guidance), there are a number of considerations related to federal awards passed through to 

subrecipients or awards received as a subrecipient. This chapter provides guidance related to the 

auditor’s responsibilities regarding pass-through entities and subrecipients in a Uniform Guidance 

compliance audit. 
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Definitions 

Federal award 

Federal awards include federal financial assistance and federal cost-reimbursement contracts under the 

Federal Acquisition Regulations that nonfederal entities receive directly from federal awarding agencies 

or indirectly from pass-through entities. Federal financial assistance is defined as assistance that 

nonfederal entities receive or administer in the form of grants, cooperative agreements, noncash 

contributions or donations of property (including donated surplus property), food commodities, direct 

appropriations, loans, loan guarantees, interest subsidies, insurance, and other assistance. Awards 

expended as a recipient or a subrecipient would be subject to audit. 

Contract 

A legal instrument by which a nonfederal entity purchases property or services needed to carry out the 

project or program under a federal award. Payments received for goods or services provided as a 

contractor to a recipient or subrecipient are not considered to be federal awards and, therefore, are not 

within the scope of the Uniform Guidance compliance audit. 2 CFR 200.101 specifies that the Uniform 

Guidance audit requirements are not applicable to fixed-price contracts and subcontracts awarded under 

the Federal Acquisition Regulations. 

Contractor 

A nonfederal entity that receives a contract as defined by the Uniform Guidance. 

Pass-through entity 

A nonfederal entity that provides a subaward to a subrecipient to carry out part of a federal program. 

Recipient 

A nonfederal entity that receives a federal award directly from a federal awarding agency to carry out an 

activity under a federal program. This term does not include subrecipients. 

Subrecipient 

A nonfederal entity that receives a subaward from a pass-through entity to carry out part of a federal 

program but does not include an individual who is a beneficiary of such program. A subrecipient may 

also be a recipient of other federal awards directly from a federal awarding agency. 

Subaward 

An award provided by a pass-through entity to a subrecipient for the subrecipient to carry out part of a 

federal award received by the pass-through entity. It does not include payments to a contractor or 

payments to an individual who is a beneficiary of a federal program. A subaward may be provided 

through any form of legal agreement, including an agreement that the pass-through entity considers a 

contract. 
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Distinguishing federal awards from contracts 

The Uniform Guidance applies to both recipients receiving awards directly from a federal awarding 

agency and subrecipients expending federal awards from a pass-through entity. Accordingly, a recipient 

or subrecipient expending $750,000 or more of federal awards during the entity’s fiscal year is subject to 

a Uniform Guidance compliance audit. 

An auditee may receive funds as a recipient, a subrecipient, and a contractor, depending on the 

agreement with federal agencies and pass-through entities. 

Federal awards received as a recipient are subject to a single audit. 

Federal awards expended as a subrecipient  are subject to a single audit. 

Payments from federal awards received by a 
contractor for goods or services  

are not considered to be federal awards or 
subawards subject to a single audit.  

Subrecipient and contractor determinations 

It is important to correctly identify which payments of federal funds received constitute federal awards 

received as a recipient or subrecipient versus payments received for goods or services provided as a 

contractor. It is the substance of the agreement rather than the form of the agreement that matters. 

  Exhibit 3-1 Subrecipient and contractor determinations 

The Uniform Guidance includes the following characteristics of subrecipients and 
contractors to help nonfederal entities determine whether payments constitute a federal 
award to a subrecipient or a payment for goods and services to a contractor. 

Subrecipient. Characteristics indicating a subrecipient include the following: 

 Determination of who is eligible to receive what federal financial assistance 
 Performance measured against whether the objectives of the federal program are met 
 Responsibility for programmatic decision making 
 Responsibility for applicable federal program compliance requirements 
 Use of federal funds to carry out a program of the organization as compared to providing 

goods or services for a program of the pass-through entity 

Contractor. Characteristics indicating a contractor include the following: 

 Providing goods and services within normal business operations 
 Providing similar goods or services to many different purchasers 
 Operating in a competitive environment 
 Providing goods or services that are ancillary to the operation of the federal program 
 Not subject to compliance requirements of the federal program 
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What are the auditee’s responsibilities?  

As it relates to a subrecipient, the auditee is responsible for the following: 

 Ensuring that the federal award is clearly identified to the subrecipient 
 Informing the subrecipient of all requirements imposed by the pass-through entity 
 Evaluating each subrecipient’s risk of noncompliance with federal statutes, regulations, and the terms 

and conditions of federal awards 
 Monitoring the activities of subrecipients to ensure that federal awards are used for authorized 

purposes 
 Considering specific monitoring tools set forth in the Uniform Guidance 
 Ensuring that subrecipients who expend $750,000 or more in federal awards have met the Uniform 

Guidance audit requirements for that year 

As it relates to a contractor, the auditee is responsible for ensuring that the procurement, receipt, and 

payment for goods and services comply with federal statutes, regulations, and the terms and conditions 

of federal awards. 

Contractors 

A program’s compliance requirements do not typically pass through to contractors. As such, normally the 

auditee’s compliance responsibility for contractors is only to ensure that the procurement, receipt, and 

payment for goods and services comply with federal statutes, regulations, and the terms and conditions 

of federal awards. 

Pass-through entities 

In a single audit, a pass-through entity is held accountable for federal awards administered by 

subrecipients. The Uniform Guidance requires a pass-through entity to monitor subrecipients’ use of 

federal awards. Therefore, the pass-through entity should establish a subrecipient monitoring process to 

ensure that subrecipients comply with grant agreements. 

Federal awards are deemed to be expended by the pass-through entity when the funds are 
disbursed to subrecipients, regardless of when subrecipients expend the federal funds. 
Accordingly, the amount of federal funds disbursed to subrecipients must be included in the 
total expenditures of federal awards of the pass-through entity and in the determination of 
the pass-through entity’s major programs. 

What are the auditor’s responsibilities? 

General considerations related to pass-through entities 

Materiality is a factor when determining whether subrecipient monitoring is required to be tested as a 

compliance requirement for a major program. A comparison of the amount of federal funds passed 

through to subrecipients with the total amount of expenditures for each individual major program or 
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cluster of programs can assist in determining whether the pass-through amount is material. When the 

amount of federal funds passed through to subrecipients is either quantitatively or qualitatively material 

in relation to the major program being audited, the auditor is required to test subrecipient monitoring for 

the program. 

When subrecipient monitoring is required to be tested, the pass-through entity auditor considers whether 

the subrecipient and contractor determinations made by the auditee comply with the Uniform Guidance. 

As it relates to internal control over compliance, the auditor should consider the pass-through entity’s 

internal control over compliance used to monitor subrecipients and plan the testing of internal control to 

support a low assessed level of control risk for subrecipient monitoring. 

In a Uniform Guidance compliance audit, an auditor considers the subrecipient monitoring process of an 

entity that disburses to subrecipients federal awards that are material to a major program. The auditor 

evaluates whether the pass-through entity monitors subrecipients in compliance with the Uniform 

Guidance, including whether the pass-through entity has established internal control over compliance 

that provides reasonable assurance that subrecipients are managing federal awards in compliance with 

federal statutes, regulations, and the terms and conditions of federal awards that could have a direct and 

material effect on each of the pass-through entity’s major programs. The Compliance Supplement 

identifies the audit objectives and suggested audit procedures for testing the subrecipient monitoring 

type of compliance requirement for pass-through entities. 

Under the Uniform Guidance, a pass-through entity must evaluate each subrecipient’s risk of 

noncompliance with federal statutes, regulations, and the terms and conditions of the subaward for 

purposes of determining the appropriate subrecipient monitoring. As part of the evaluation of a 

subrecipient’s risk of noncompliance, a pass-through entity may consider various risk factors in 

developing the nature, timing, and extent of subrecipient monitoring activities. Examples of such risk 

factors include the relative size and complexity of the federal awards administered by a subrecipient and 

other subrecipient risks identified by the pass-through entity based on its prior experience with each 

subrecipient. 

The auditor may determine that the pass-through entity’s subrecipient monitoring system is not sufficient 

to ensure the subrecipient’s compliance with federal statutes, regulations, and terms and conditions of 

federal awards. In this situation, the auditor should report a significant deficiency or material weakness in 

internal control over compliance and consider whether the insufficient monitoring system represents an 

instance of noncompliance that should be reported as a compliance finding (which is likely to be the 

case). The effect of the noncompliance on the opinion on compliance for major programs is primarily a 

function of the pervasiveness of the lack of monitoring and the materiality of subrecipient funding to a 

program. 

The auditor also should consider any implications of an insufficient subrecipient monitoring system on 

the opinion on the financial statements. If amounts passed through to subrecipients are considered 

material to the financial statements of the pass-through entity, the auditor should determine whether the 

report on the financial statements should be modified. 
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Reporting considerations in audits of pass-through entities 

A pass-through entity is required to identify in the schedule of expenditures of federal awards the total 

amount provided to subrecipients from each federal program. If a pass-through entity is unable to 

identify amounts provided to subrecipients, the auditor should consider whether a significant deficiency 

or material weakness in internal control over compliance should be reported. The auditor also should 

consider whether material noncompliance (for subrecipient monitoring) has occurred, which should be 

reported as an audit finding. 

The auditor considers a finding in relation to the type of compliance requirement (subrecipient 

monitoring, in this case) identified in the Compliance Supplement, regardless of whether the finding can 

be quantified. For example, assume that the auditor is auditing a pass-through entity that consistently 

fails to monitor the activities of its subrecipients as necessary to ensure that the subaward is used for 

authorized purposes. In this case, subrecipient monitoring is the relevant type of compliance 

requirement. Because the pass-through entity failed to monitor the activity of its subrecipients, this 

noncompliance would likely be material in relation to the subrecipient monitoring type of compliance 

requirement and, therefore, should be reported as an audit finding. This would be the case even if it is 

found that the subrecipient actually complied with the terms and conditions of the subaward and 

achieved performance goals. In addition, the auditor also should consider whether significant 

deficiencies or material weaknesses in internal control over compliance exist that require reporting with 

respect to subrecipient monitoring. 

As part of subrecipient monitoring, the pass-through entity may identify instances of noncompliance 

reported in subrecipients’ audit reports. This noncompliance is not required to be included in the pass-

through entity’s audit report. However, as noted previously, the auditor of the pass-through entity should 

consider the effects of reported instances of subrecipient noncompliance. This may be an indication of 

weaknesses in the pass-through entity’s subrecipient monitoring system that may need to be reported. 

Questioned costs at the subrecipient level that are found to be unallowable by the pass-through entity 

may require the pass-through entity to adjust its financial records and its federal expenditure reports. The 

total of allowable program costs in excess of required expenditure levels and the requirements of 

individual programs regarding the timing of claims will affect whether the pass-through entity will need to 

reflect a liability to the awarding agency in its financial statements. As part of the finding-resolution 

process, the pass-through entity should estimate the total unallowable costs that are associated with 

each subrecipient finding and consider the need to adjust financial records and federal expenditure 

reports. The failure of the pass-through entity to make needed adjustments to its records and federal 

reports should be considered by the auditor in forming an opinion on the financial statements and on 

compliance for major programs. 

  



© 2019 Association of International Certified Professional Accountants. All rights reserved. 3-7 

Knowledge check 

1. Which is not a characteristic indicating a contractor? 

a. Determining eligibility to receive a specific type of federal financial assistance. 
b. Providing similar services to many different entities. 
c. Providing goods within normal business operations. 
d. Operating in a competitive environment. 

2. When are federal awards deemed to be expended by the pass-through entities? 

a. When the funds are disbursed by subrecipients. 
b. When the subrecipient notifies the pass-through entity that expenditures have been made. 
c. When the funds are disbursed to subrecipients by the pass-through entity. 
d. When the pass-through entity has completed monitoring procedures to ensure the 

subrecipient used the funds for allowable purposes. 
 
  



© 2019 Association of International Certified Professional Accountants. All rights reserved. 3-8 

 



© 2019 Association of International Certified Professional Accountants. All rights reserved. 4-1 

 

Chapter 4  

Schedule of Expenditures of Federal Awards 

Learning objectives 

 Determine the awards subject to a Uniform Guidance compliance audit. 

 Differentiate the auditee’s and auditor’s responsibilities for the schedule of expenditures of federal 
awards. 

 Identify what is required to be included in the schedule of expenditures of federal awards. 

Introduction 

Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost 

Principles, and Audit Requirements for Federal Awards, (Uniform Guidance) requires the auditee to 

prepare a schedule of expenditures of federal awards (SEFA) for the period covered by the entity’s 

financial statements. The schedule must include certain required elements. The Uniform Guidance 

requires the auditor to determine whether the SEFA is fairly stated, in all material respects, in relation to 

the financial statements as a whole. Furthermore, the SEFA is used as a basis for the auditor’s major 

program determination. This chapter covers various aspects of auditee and auditor responsibilities 

related to the SEFA. Preparation of a complete and accurate SEFA is of utmost importance in the 

Uniform Guidance compliance audit. 
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Determining federal awards expended 

For the auditee to accurately prepare the SEFA, it is important for the auditee to correctly distinguish 

federal awards received (directly or indirectly) from other awards or income received. Federal awards are 

subject to the Uniform Guidance compliance audit, whereas other sources of awards or income are not. 

Federal awards 

Federal awards include federal financial assistance and federal cost-reimbursement contracts under the 

Federal Acquisition Regulations that nonfederal entities receive directly from federal awarding agencies 

or indirectly from pass-through entities. Federal financial assistance is defined as assistance that 

nonfederal entities receive or administer in the form of grants, cooperative agreements, noncash awards 

or donations of property (including donated surplus property), food commodities, direct appropriations, 

loans, loan guarantees, interest subsidies, insurance, and other assistance. Awards expended as a 

recipient or a subrecipient would be subject to audit. 

Basis for determining federal awards expended (2 CFR 200.502) 

The Uniform Guidance does not specifically prescribe the basis of accounting to be used by the auditee 

to prepare the SEFA. However, it does state that the determination of when an award is expended must 

be based on when the activity related to the award occurs (see exhibit 4-1). Generally, the activity pertains 

to events that require the entity to comply with federal statutes, regulations, and the terms and conditions 

of the federal award, such as the following: 

 Expenditure or expense transactions associated with grants, cost-reimbursement contracts, 
cooperative agreements, and direct appropriations 

 The disbursement of funds passed through to subrecipients 
 The use of loan proceeds under loan and loan guarantee programs and the period when insurance is 

in force 
 The receipt of property and/or surplus property 
 The receipt or use of program income 
 The distribution or consumption of food commodities 
 The disbursement of amounts entitling the nonfederal entity to an interest subsidy 

   Exhibit 4-1 Determining the value of federal awards expended 

Examples 

Loans and loan guarantees (loans). The following guidelines should be used to calculate the 
value of federal awards expended under loan programs. The value of federal awards 
expended under loan programs is 

 the value of new loans made or received during the fiscal year, plus 
 the balance of loans from previous years for which the federal government imposes 

continuing compliance requirements, plus 
 any interest subsidy, cash, or administrative cost allowance received. 
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  Exhibit 4-1 Determining the value of federal awards expended (continued) 

Loans and loan guarantees at institutions of higher education — When loans are made to 
students of an institution of higher education, but the institution does not make the loans, 
then only the value of loans made during the year must be considered federal awards 
expended in that year. The balance of loans for previous years is not included as federal 
awards expended because the lender accounts for the prior balances. 

Prior loans and loan guarantees (loans) — Loans, the proceeds of which were received and 
expended in prior years, are not considered federal awards expended when the federal 
statutes, regulations, and the terms and conditions of federal awards pertaining to such 
loans impose no continuing compliance requirements other than to repay the loans. 

Endowment funds — The cumulative balance of federal awards for endowment funds that 
are federally restricted are considered awards expended in each year in which the funds are 
still restricted. 

Free rent — Free rent received by itself is not considered a federal award expended under the 
Uniform Guidance. However, free rent received as part of an award to carry out a federal 
program must be included in determining federal awards expended and subject to audit. 

Valuing noncash assistance — Federal noncash assistance, such as free rent, food stamps, food 
commodities, donated property, or donated surplus property, must be valued at fair market value 
at the time of receipt or the assessed value provided by the federal agency. 

Medicare — Medicare payments to a nonfederal entity for providing patient care services to 
Medicare-eligible individuals are not considered federal awards expended under the Uniform 
Guidance. 

Medicaid — Medicaid payments to a subrecipient for providing patient care services to 
eligible individuals are not considered federal awards expended under the Uniform Guidance 
unless a state requires the funds to be treated as federal awards expended because 
reimbursement is on a cost-reimbursement basis. 

National Credit Union Administration — Loans funded by contributions from insured 
institutions are not considered federal awards expended. 
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Schedule of expenditures of federal awards 
The following illustration reflects the auditee and auditor responsibilities related to the SEFA as found in 

the Uniform Guidance. 

 

Auditee responsibilities for the SEFA 

Under the Uniform Guidance, the auditee is required to identify in its accounts all federal awards received 

and expended, as well as the federal programs under which they were received. This information is used 

to prepare the SEFA, which is required to include specific information. 

The guidance provided in 2 CFR 200.510(b) contains the Uniform Guidance requirements for the SEFA. 

The auditee must prepare a SEFA for the period covered by the auditee’s financial statements. Though 

not required, the auditee may choose to provide information requested by federal awarding agencies and 

pass-through entities to make the SEFA easier to use. For example, when a federal program has multiple 

award years, the auditee may list the amount of federal awards expended for each award year separately. 

At a minimum, the SEFA must include the following: 

 Individual federal programs listed by federal agency — For a cluster of programs, provide 
the cluster name, list individual federal programs within the cluster, and provide the 
applicable federal agency name. For research and development, total federal awards 
expended must be shown either by individual award or by federal agency and major 
subdivision within the federal agency. For example, the National Institutes of Health is a 
major subdivision in the Department of Health and Human Services. 

 For federal awards received as a subrecipient, the name of the pass-through entity and 
identifying number assigned by the pass-through entity 

 Total federal awards expended for each individual federal program and the Catalog of 
Federal Domestic Assistance (CFDA) number or other identifying number when the CFDA 
number is not available — For clusters, provide the total for the cluster. 

SEFA responsibilities found in the Uniform Guidance 

Auditor 

2 CFR 200.514(b) and 200.515(a) require 

the auditor to determine, and provide an 

opinion (or disclaimer of opinion) on, 

whether the SEFA is presented fairly in 

all material respects in relation to the 

auditee’s financial statements as a whole. 

Auditee 

2 CFR 200.508(b) requires the auditee to 

prepare the SEFA in accordance with 2 

CFR 200.510(b). 
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 The total amount provided to subrecipients from each federal program 

 The total amount of federal awards expended for loan or loan guarantee programs 

 Notes to the schedule that include 
– the significant accounting policies used in preparing the SEFA, 
– balances of loan and loan guarantee programs outstanding at the end of the audit 

period, as described in 2 CFR 200.502(b), and 
– whether or not the auditee elected to use the 10% de minimis cost rate.  

Additional considerations when preparing the SEFA 

CFDA number not available 

When the auditee cannot obtain a CFDA number, it is recommended that the reporting format prescribed 

by the Federal Audit Clearinghouse be used. This situation may occur with new federal programs and 

research and development programs. In addition, cost-reimbursement contracts under the Federal 

Acquisition Regulations typically do not have a CFDA number. The recommended format is the federal 

agency prefix followed by a three-digit number. For example, the first Department of Education award 

with an unknown CFDA number would be shown as 84.U01. 

Other federal reports 

Information included in the SEFA may not fully agree with other federal award reports that the auditee 

submits directly to federal granting agencies. The information in the SEFA relates to the same period as 

the financial statements. However, federal award reports submitted directly to a granting agency 

 may be prepared for a different fiscal period and 
 may include cumulative data (from prior years) rather than data for the current year only. 

Inclusion of nonfederal awards 

The Uniform Guidance does not require nonfederal awards, such as state awards, to be presented in the 

SEFA. However, to meet state or other requirements, auditees may decide to include such awards in the 

schedule. 

Some state governments have auditing and reporting requirements for state awards that are similar to 

those for federal awards under the Uniform Guidance. In these states, auditors may be engaged to test 

and report on compliance with the state compliance requirements as provided in state awards and under 

applicable state laws or regulation. Some states require a separate compliance audit with a separate 

schedule of expenditures of state awards. However, others accept a combined schedule of federal and 

state awards along with additional testing of the state expenditures. If state (or other nonfederal) awards 

are included in the SEFA, they should be segregated and clearly designated as nonfederal. The title of the 

schedule should also be modified to indicate that nonfederal awards are included, and the reference to 

the schedule in the auditor’s report on the schedule should reference the correct title. 
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Commingled assistance 

If federal awards are commingled with other sources of funding (for example, state awards), and the 

expenditures cannot be specifically identified to the individual funding source, the total amount of the 

expenditures should be included in the SEFA with a note to the schedule describing the commingled 

nature of the funds. 

Knowledge check 

1. Which is not required to be included in the SEFA? 

a. Identification of major programs. 
b. Federal awards expended for loan and loan guarantee programs. 
c. Total awards expended for each federal program. 
d. Whether or not the auditee elected to use the 10% de minimis indirect cost rate. 

Auditor responsibilities related to the SEFA 

The Uniform Guidance requires the auditor to issue an opinion on whether the SEFA is fairly stated in all 

material respects in relation to the financial statements as a whole. AU-C section 725, Supplementary 

Information in Relation to the Financial Statements as a Whole,1 includes requirements and guidance for 

reporting on supplementary information, such as the SEFA, when engaged to report on whether 

supplementary information is fairly stated, in all material respects, in relation to the financial statements 

as a whole. When issuing an in-relation-to opinion on the SEFA, the auditor need not apply procedures as 

extensive as would be necessary to express an opinion on the SEFA on a stand-alone basis. 

Conditions for issuing an in-relation-to opinion 

To opine on whether the SEFA is fairly stated, in all material respects, in relation to the financial 

statements as a whole, the auditor should determine that all of the following conditions are met 

(paragraph .05 of AU-C section 725): 

 The information contained in the SEFA was derived from, and relates directly to, the underlying 
accounting and other records used to prepare the financial statements. 

 The information contained in the SEFA relates to the same period as the financial statements. 
 The financial statements were audited, and the auditor reporting on the SEFA audited those financial 

statements. 
 Neither an adverse opinion nor a disclaimer of opinion was issued on the financial statements. 
 The SEFA will accompany the entity’s audited financial statements, or such financial statements will 

be made readily available. 

                                                        
1
 All AU-C sections can be found in AICPA Professional Standards. 
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Basic audit procedures 

To provide an in-relation-to opinion on the SEFA, the auditor should perform certain procedures that are 

in addition to the procedures performed during the audit of the financial statements. Using the same 

materiality level used in the audit of the financial statements, the auditor should do the following: 

 Inquire of management about the criteria used by management in its preparation of the SEFA. 
 Determine whether the form and content of the SEFA complies with the Uniform Guidance, including 

whether the SEFA includes all required elements. 
 Obtain an understanding about the methods used in preparing the SEFA, and determine whether they 

changed from those used in the prior period and, if so, the reasons for such changes. 
 Compare and reconcile the SEFA to the underlying accounting and other records used in preparing 

the financial statements or to the financial statements themselves. 
 Inquire of management about any significant assumptions or interpretations underlying the 

measurement or presentation of the SEFA. 
 Evaluate the appropriateness and completeness of the SEFA, considering the results of the 

procedures performed and other knowledge obtained during the audit of the financial statements. 
 Obtain certain written representations from management. 

Practice note: When performing auditing procedures over the SEFA, auditors should consider 
both quantitative and qualitative factors when determining materiality. The Federal 
Inspectors General have consistently indicated that inclusion of correct CFDA numbers and 
other nonfinancial information reported in the SEFA are integral to their use of the schedule, 
as these are the mechanisms by which the federal agencies track and monitor their federal 
awards. 

Additional auditor responsibilities relating to accuracy and completeness of the SEFA 

Because the SEFA is the primary basis for the auditor’s major program determination, audit procedures 

should be performed to obtain sufficient appropriate audit evidence supporting the accuracy and 

completeness of the SEFA, including the identification of federal programs in the schedule. In testing the 

accuracy and completeness of the SEFA, the auditor may use evidence obtained from audit procedures 

performed during the audit of the financial statements and the Uniform Guidance compliance audit 

regarding the accuracy, completeness, and classification of recorded revenues and expenditures. 

Internal control over the SEFA 

The auditor has additional responsibilities regarding internal control related to the SEFA in a Uniform 

Guidance compliance audit. For example, as part of the Uniform Guidance compliance audit, the auditor 

has a responsibility to consider internal control over compliance, including a consideration of internal 

control over the accuracy and completeness of the expenditure amounts reported in the SEFA. 

The auditor’s understanding of internal control over compliance, coupled with the understanding of 

internal control over financial reporting required for the financial statement audit, should include the 

auditee’s controls over the accuracy and completeness of the program information and expenditure 

amounts reported on the SEFA, including controls over the accuracy of the CFDA numbers. 
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Auditing procedures to gain an understanding of internal controls over the SEFA may include the 

following: 

 

The understanding obtained should be sufficient for the auditor to assess the risks of material 

misstatement of the SEFA and to design the nature, timing, and extent of further audit procedures to test 

the accuracy and completeness of the schedule. The auditor’s risk assessment may also be used in 

deciding what additional procedures, if any, should be performed to render an in-relation-to opinion. 

When the auditor identifies deficiencies in internal control that relate to the auditee’s preparation of a 

complete and accurate SEFA, the auditor should evaluate the severity of each deficiency in internal 

control identified to determine whether the deficiency, individually or in combination, is a significant 

deficiency or material weakness in internal control over financial reporting, internal control over 

compliance, or both. If a deficiency in internal control is determined to be a significant deficiency or 

material weakness, the auditor should report a finding in the schedule of findings and questioned costs. 

Management representations related to the SEFA 

In addition to the written representations typically obtained in the financial statement audit and the 

Uniform Guidance compliance audit, auditors should obtain certain additional representations related to 

the SEFA. As it relates to the SEFA, the following representations should be obtained from management: 

 That management acknowledges and understands its responsibility for the presentation of the SEFA 
in accordance with the Uniform Guidance 

 That management believes the SEFA, including its form and content, is fairly presented in accordance 
with the Uniform Guidance 

Inquiring of entity 
personnel 

Inspecting documents 
and reports used to 

prepare the SEFA 

Observing the 
application of specific 

controls 
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 That the methods of measurement or presentation have not changed from those used in the prior 
period or, if the methods of measurement or presentation have changed, the reasons for such 
changes 

 About any significant assumptions or interpretations underlying the measurement or presentation of 
the SEFA 

 That when the SEFA is not presented with the audited financial statements, management will make 
the audited financial statements readily available to the intended users of the schedule no later than 
the issuance date by the entity of the SEFA and the auditor’s report thereon 

Auditor reporting on the SEFA 

The auditor should issue a report on whether the SEFA is fairly presented in all material respects in 

relation to the financial statements taken as a whole. When the entity presents the SEFA with the 

financial statements, the auditor should issue the report in either an other-matter paragraph in 

accordance with AU-C section 706, Emphasis-of-Matter Paragraphs and Other-Matter Paragraphs in the 

Independent Auditor’s Report, or in a separate report. When the SEFA is not presented with the financial 

statements, the auditor may include the reporting in the Uniform Guidance compliance report. 

If the auditor concludes, on the basis of the procedures performed, that the SEFA is materially misstated 

in relation to the financial statements as a whole, the auditor should discuss the situation with 

management and propose appropriate revision of the schedule. If management does not revise the 

schedule in this circumstance, the effect on the auditor’s report on the SEFA will need to be determined. 

Consider this 

A client’s recent audit found a number of errors in the SEFA that were identified as part of the 
single audit. You have been asked to meet with the staff responsible for preparing the SEFA 
to provide training on how to prepare an accurate SEFA that complies with the Uniform 
Guidance. 

You must consider how to communicate this information such that the client is not offended 
or becomes defensive. If that occurs the training will likely not be effective. How sensitive are 
you when pointing out this issue? How can you deal with the fact there were a number of 
errors made related to several requirements for preparing the SEFA? Remember that many 
people put their pride and emotions into their work; be very clear in separating the issue from 
the person. 

Audit quality issues related to the SEFA 

Audit quality issues found that relate to the SEFA include the following: 

 Failure to combine expenditures from various funding sources having the same CFDA number and 
improper clustering of programs resulting in failure to properly identify all major programs 

 Failure to audit amounts on the SEFA 
 Missing or incorrectly reported information in the SEFA such as 

– the CFDA number (or other identifying number when the CFDA number is not available), 
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– the name of the federal agency or the name of the pass-through entity and identifying number 
assigned by the pass-through entity, 

– the total federal expenditures for each federal program (each cluster is considered a federal 
program), or 

– notes describing the significant accounting policies used in preparing the schedule. 
 The auditor’s report did not contain an appropriate indication of the character of the examination and 

the degree of responsibility taken with respect to the required supplementary information or 
supplementary information accompanying the basic financial statements other than with respect to 
the SEFA. 

Knowledge check 

2. Which statement accurately describes where the auditor’s reporting on the SEFA should be 
presented? 

a. It is required to be included as an other-matter paragraph in the report on the financial 
statements. 

b. It is required to be included in a separate report and attached to the reporting package. 
c. It is required to be included in the report on internal control and compliance issued pursuant 

to the Uniform Guidance. 
d. The auditor may include it in either an other-matter paragraph in the report on the financial 

statements or a separate report. 

3. Which statement is not accurate regarding the auditor’s responsibilities for auditing the SEFA? 

a. The auditor should perform procedures using the same materiality level used in the audit of 
the financial statements. 

b. Although recommended, the auditor is not required to obtain management representations 
related to the SEFA. 

c. The auditor should determine whether the form and content of the SEFA comply with the 
Uniform Guidance. 

d. The auditor should perform procedures to gain an understanding of internal control over the 
accuracy and completeness of the SEFA. 
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Appendix A 

 

This appendix is required reading for CPE credit. 
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  Case study 

Determine whether the SEFA for Case Study Entity conforms to the Uniform Guidance. If you 
conclude that it doesn’t, what revisions would you make so that it conforms to the Uniform 
Guidance? 

Case study entity—SEFA 

Case study entity 

schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

 

    Federal grantor/pass-through grantor/program or 

cluster title 

Federal CFDA 

number 

Total federal 

expenditures  

Research and Development—Cluster   

Department of Defense Programs   

 Department of Army   

 Collaborative Research and Development  12.114 $87,403 

 XYZ Labs—Effects of Ice on Radar Images 12.RD 11,987 

Total Department of Defense  $99,390 

National Science Foundation Programs   

 Geosciences 47.050 $ 358,245 

 Biological Sciences 47.074 96,543 

 ABC University—Atmospheric Effects of 
Volcano Eruptions 

47.RD 25,987 

Total National Science Foundation  $ 480,775 

Department of Health and Human Services:   

 National Institutes of Health Programs   

 Mental Health Research Grants 93.242 $110,499 

 Drug Abuse and Addiction Research 
Programs 

93.279 89,075 

 ABC Hospital—Heart Research 93.RD 230,433 
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Federal grantor/pass-through grantor/program or 
cluster title 

Federal 
CFDA 

number 
Total federal 
expenditures  

Centers for Disease Control and Prevention Programs   

 Chronic Diseases: Research, Control, and 
Prevention 

93.068 112,446 

Total Department of Health and Human Services  $542,453 

   

Other Programs   

Department of Education Programs   

 Arts in Education 84.351 $74,837 

 State Department of Education—Arts in 
Education 

84.351 25,000 

 Safe and Drug-Free Schools and 
Communities—National Programs 

 89,723 

 Program for the Greater Good 84.U01 10,000 

 State Department of Education—Career and 
Technical Education—Basic Grants to States 

84.048 15,115 

Total Department of Education  $214,675 

Total Expenditures of Federal Awards  $1,337,263 

    

Case study entity  

notes to the schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

Note 1. Basis of Presentation 

The accompanying schedule of expenditures of federal awards (the "Schedule") includes the federal 

award activity of Case Study Entity under programs of the federal government for the year ended June 

30, 20X1. The information in this Schedule is presented in accordance with the requirements of Title 2 

U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and 

Audit Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a 

selected portion of the operations of Case Study Entity, it is not intended to and does not present the 

financial position, changes in net assets, or cash flows of Case Study Entity. 

Note 2. Indirect Cost Rate 

Case Study Entity has elected not to use the 10 percent de minimis indirect cost rate allowed under the 

Uniform Guidance. 

Note 3. Pass-through Awards 

The amount passed through to subrecipients was $649,667.  
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Appendix B 

 

This appendix is included for supplementary purposes only  
and is not required for CPE credit. 
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The following illustrates a schedule of expenditures of federal awards based on the requirements of the 

Uniform Guidance. 

Illustrative schedule of expenditures of federal awards 

Example entity 
schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

      

Federal grantor/pass-through 

grantor/program or cluster title 

Federal 

CFDA 

number 

Pass-through 

entity 

identifying 

number 

Provided to 

subrecipients 

Total  

federal 

expenditures  

Research and Development—Cluster     

Department of Defense Programs     

 Department of Army     

 Collaborative Research   and 
Development  

12.114  $55,195 $87,403 

 XYZ Labs—Effects of Ice on Radar 
Images 

12.RD 4532  11,987 

Total Department of Defense   $55,195 $99,390 

National Science Foundation 
Programs 

    

 Geosciences 47.050  $280,374 $ 358,245 

 Biological Sciences 47.074  63,000 96,543 

 ABC University—Atmospheric 
Effects of Volcano Eruptions 

47.RD ABC-852  25,987 

Total National Science Foundation   $343,374 $ 480,775 

Department of Health and Human 
Services: 

    

 National Institutes of Health 
Programs 

    

 Mental Health Research 
Grants 

93.242  $92,685 $110,499 

 Drug Abuse and Addiction 
Research Programs 

93.279  61,000 89,075 

 ABC Hospital—Heart Research 93.RD 5489-5  230,433 

Centers for Disease Control and 
Prevention Programs 
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Federal grantor/pass-through 
grantor/program or cluster title 

Federal 
CFDA 

number 

Pass-
through 
entity 

identifying 
number 

Provided to 
subrecipients 

Total federal 
expenditures 

 
Chronic Diseases: Research, 
Control, and Prevention 

93.068  97,413 112,446 

Total Department of Health and 
Human Services 

  $251,098 $542,453 

Total Research and Development 
Cluster 

  $649,667 $1,122,588 

Other Programs     

Department of Education Programs     

 Arts in Education 84.351   $74,837 

 State Department of Education—
Arts in Education 

84.351 23-586-374  25,000 

 Total for Program    99,837 

 Safe and Drug-Free Schools and 
Communities—National Programs 

84.184   89,723 

 Program for the Greater Good 84.U01   10,000 

 State Department of Education—
Career and Technical Education—
Basic Grants to States 

84.048 874-90-5473  15,115 

Total Department of Education    $214,675 

Total Expenditures of Federal Awards   $649,667 $1,337,263 

      

The accompanying notes are an integral part of this schedule. 

Example entity  
notes to the schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

Note 1. Basis of Presentation 

The accompanying schedule of expenditures of federal awards (the "Schedule") includes the federal 

award activity of Example Entity under programs of the federal government for the year ended June 30, 

20X1. The information in this Schedule is presented in accordance with the requirements of Title 2 U.S. 

Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 

Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a selected 

portion of the operations of Example Entity, it is not intended to and does not present the financial 

position, changes in net assets, or cash flows of Example Entity. 
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Note 2. Summary of Significant Accounting Policies 

Expenditures reported on the Schedule are reported on the (identify basis of accounting) basis of 

accounting. Such expenditures are recognized following the cost principles contained in the Uniform 

Guidance, wherein certain types of expenditures are not allowable or are limited as to reimbursement. 

Negative amounts shown on the Schedule represent adjustments or credits made in the normal course 

of business to amounts reported as expenditures in prior years. 

Note 3. Indirect Cost Rate 

Example Entity has elected not to use the 10 percent de minimis indirect cost rate allowed under the 

Uniform Guidance. 
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Chapter 5  

Determining Major Programs 

Learning objectives 

 Determine which federal programs are type A programs. 

 Identify the programs required to be audited in a Uniform Guidance compliance audit. 

 Identify the requirements for a low-risk auditee. 

Introduction 

Under the Single Audit Act Amendments of 1996 and Title 2 U.S. Code of Federal Regulations (CFR), 

Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards 

(Uniform Guidance), the auditor must use a risk-based approach to determine which federal programs 

are major programs. This chapter discusses the process used by the auditor in determining major federal 

programs to test and report on as part of the Uniform Guidance compliance audit. This four-step process 

is described in exhibit 5-1. 
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The risk-based approach for determining major programs 

The following is an illustrative summary of the risk-based approach for determining major programs. 

 

 

  Exhibit 5-1 The determination of major programs 

Step 1. Determination of type A and type B programs 

Type A programs are those programs with total federal awards expended exceeding the 
thresholds in the following table. Programs that do not meet the threshold for type A 
programs are type B programs. 

Total federal awards expended1 Type A threshold 

Equal to or exceed $750,000 but less than or 
equal to $25m 

$750,000 

Exceed $25m but less than or equal to $100m Total federal awards expended times 0.03 

Exceed $100m but less than or equal to $1bn $3m 

Exceed $1bn but less than or equal to $10bn Total federal awards expended times 0.003 

Exceed $10bn but less than or equal to $20bn $30m 

Exceed $20bn Total federal awards expended times 0.0015 

1
 Includes both cash and noncash awards. 

Large loans and loan guarantees — The Uniform Guidance states that when the auditor 
applies the dollar criteria shown in the table to identify type A programs, the inclusion of large 
loans and loan guarantees (loans) must not result in the exclusion of other federal programs 
as type A programs. For purposes of determining type A programs, a program is considered 
to be a loan program if the value of federal awards expended for loans within the program 
comprises 50% or more of the total federal awards expended for the program. (Note that a 
cluster of programs is treated as one program.) When a loan program exceeds four times the 
largest non-loan program it is considered a “large loan program,” and the auditor must 
consider this federal program as a type A program and exclude its value in determining the 
type A threshold. The type A threshold is then calculated after removing the total of all large 
loan programs.  
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  Exhibit 5-1 The determination of major programs (continued) 

Step 2. Identification of low-risk type A programs 

 For programs labeled as type A programs, the auditor must identify the programs that 
are considered low risk. In making the determination of whether a type A program is low 
risk, the auditor must consider whether there is an indication of significantly increased 
risk based on specific criteria. These criteria relate to oversight exercised by federal 
agencies and pass-through entities, the results of audit follow-up, and any changes in 
personnel or systems affecting the program. These criteria are the only criteria that the 
Uniform Guidance permits the auditor to consider when evaluating risk of a type A 
program. 

 In addition, for a type A program to be considered low risk, it must have 
– been audited as a major program in at least one of the two most recent audit periods 

and 
– not had, in the most recent audit period, 

 internal control deficiencies that were identified as material weaknesses in the 
auditor’s report on internal control for major programs, 

 a modified opinion on the program in the auditor’s report on major programs, or 
 known or likely questioned costs that exceed 5% of the total federal awards 

expended for the program. 

Important note 

Under the Uniform Guidance, every type A program that was not audited in one of 
the two prior years is required to be audited as a major program. If a type A 
program is new to an entity in the current year because the entity did not previously 
participate in the program, it must be audited as a major program in the current 
year because it was not audited in one of the prior two years.  

If no low-risk type A programs are identified in step 2, the auditor can skip step 3 and move to 
step 4. This may occur because there are no type A programs or because none of the type A 
programs are identified as low risk. 

Step 3. Identification of high-risk type B programs 

 The auditor must identify type B programs that are high risk, using professional judgment 
and the criteria for federal program risk in 2 CFR 200.519. Risk criteria for type B program 
determination includes current and prior audit experience, oversight by federal and pass-
through entities, and inherent risk of the program. Except for known material weaknesses 
in internal control or certain compliance problems, a single criterion in risk would seldom 
cause a type B program to be considered high risk. 
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  Exhibit 5-1 The determination of major programs (continued) 

 The auditor is not required to identify more high-risk type B programs than at least one-
fourth the number of type A programs identified as low risk under step 2. Also, the auditor 
is not expected to perform risk assessments on relatively small federal programs. 
Therefore, the auditor is required to perform risk assessments only on type B programs 
that exceed 25% (0.25) of the type A threshold determined in step 1. When identifying 
which type B programs to risk assess, the auditor is encouraged to use an approach 
which provides an opportunity for different high-risk type B programs to be audited as 
major over a period of time. 

Important note 

Under the Uniform Guidance, all type B programs identified as high risk are required 
to be audited as major programs. To the extent an auditor performs risk 
assessments on type B programs beyond what is required under the Uniform 
Guidance and identifies more high-risk type B programs than required (that is, at 
least one-fourth the number of low-risk type A programs), those additional high-risk 
type B programs must be audited as major programs.  

Step 4. Selection of major programs 

 The auditor must select all of the following as major federal programs: 
– All type A programs not identified as low risk 
– All high-risk type B programs identified 
– Programs to be audited as major based on a federal agency or pass-through entity 

request 
– Such additional programs as may be necessary to comply with the percentage of 

coverage rule 

Request for a program to be audited as a major program 

In addition to major programs determined through the risk-based process, a federal awarding agency or 

pass-through entity may request that a program be audited as a major program in lieu of conducting its 

own audit. Such requests should be made at least 180 calendar days prior to the end of the fiscal year to 

be audited. The auditee, after consultation with its auditor, should promptly respond to such a request by 

informing the federal awarding agency (or pass-through entity) whether the program would otherwise be 

audited as a major program using the risk-based audit approach and, if not, the estimated incremental 

cost. The federal awarding agency (or pass-through entity) must then promptly confirm to the auditee 

whether it wants the program audited as a major program. If the program is to be audited as a major 

program based on this request, and the federal awarding agency (or pass-through entity) agrees to pay 

the full incremental costs, the program must be audited as a major program. 
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Caution! 

Major program determination is required to be based on the final current-year schedule of 
expenditures of federal awards (SEFA). The auditor should recalculate the threshold for type A 
programs using final federal expenditure amounts when the prior-year SEFA or preliminary 
current-year estimates of federal awards are used to plan the audit. This is needed to ensure 
that federal awards are properly classified as type A or B programs. 

Knowledge check 

1. Under the Uniform Guidance, what is the minimum type A program threshold? 

a. $300,000. 
b. $500,000. 
c. $750,000. 
d. $1m. 

2. For a type A program to be considered low risk it must  

a. Not have had a modified opinion on the program in the auditor’s report on major programs in 
the prior two audit periods. 

b. Not have had known or likely questioned costs exceeding 5% of the total federal awards 
expended for the program in the most recent audit period. 

c. Have been audited as a major program in the most recent audit period. 
d. Not have had internal control deficiencies that were identified as significant deficiencies or 

material weaknesses in the most recent audit period. 

3. Which statement is accurate regarding a request from a federal awarding agency or pass-through 
entity to have a federal program be audited as major?  

a. The auditee should respond to the request by informing the requestor whether the program 
would be audited as a major program under the risk-based approach. 

b. The auditee is not required to consider this type of request unless the program had prior-year 
federal expenditures in excess of 5% of total federal expenditures. 

c. A pass-through entity may make this type of request, but a federal awarding agency may not. 
d. A federal awarding agency may make this type of request, but a pass-through entity may not. 

Percentage of coverage rule 

Once the initial determination of type A and type B programs to be audited is complete, the auditor must 

determine whether the percentage of coverage requirement is met. This rule requires that the auditor 

audit, as major programs, federal programs with federal awards expended that, in the aggregate, 

encompass a minimum percentage of coverage. For auditees who do not meet the criteria for a low-risk 

auditee, the auditor must audit as major programs federal programs with federal awards expended that, 

in the aggregate, encompass at least 40% of total federal awards expended. For auditees that do meet 
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the low-risk auditee criteria, minimum percentage of coverage is at least 20%. The auditor may choose 

any programs not already selected as major without regard to risk to reach the required percentage of 

coverage. 

Criteria for a low-risk auditee 

An auditee that meets all of the following conditions for the preceding two years qualifies as a low-risk 

auditee: 

 Single audits were performed on an annual basis in accordance with the Uniform Guidance, including 
meeting the Federal Audit Clearinghouse submission due date. 

 The auditor’s opinion on whether the financial statements are fairly presented in accordance with 
generally accepted accounting principles, or a basis of accounting required by state law, was 
unmodified. 

 The in-relation-to opinion on the SEFA was unmodified. 
 There were no deficiencies in internal control over financial reporting that were identified as material 

weaknesses under the requirements of Government Auditing Standards. 
 The auditor did not report a substantial doubt about the auditee’s ability to continue as a going 

concern. 
 None of the federal programs had audit findings from any of the following in either of the preceding 

two years in which they were classified as type A programs: 
– Internal control deficiencies that were identified as material weaknesses in the auditor’s report on 

internal control for major programs 
– A modified compliance opinion on a major program 
– Known or likely questioned costs that exceeded 5% of the total federal expenditures for a type A 

program during the audit period 

Note: A nonfederal entity that prepares its financial statements on a cash basis of accounting 
does not qualify as a low-risk auditee unless the cash basis is required by state law. 

Risk criteria used in risk-based approach 

The Uniform Guidance specifies the criteria to be used when assessing type A and type B programs for 

risk. Note that the risk criteria used in the determination of low-risk type A programs is different than the 

risk criteria used in the determination of high-risk type B programs. The following are the risk criteria used 

in the risk-based approach for determining type B major programs: 
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Current and prior audit 
experience 

The following experiences would indicate higher risks: 

 Deficiencies in internal control over federal programs 

 Prior audit findings 

 Programs not recently audited as major programs 

Oversight exercised by federal 
agencies and pass-through 
entities 

Recent monitoring or other reviews performed by an oversight entity 
that disclosed no significant problems would indicate lower risk. 
However, monitoring that disclosed significant problems would 
indicate higher risk. 

Inherent risk of the program The following inherent risk factors may indicate risk: the nature of a 
program, the phase of a program in its life cycle at the federal agency, 
the phase of a program in its life cycle at the auditee, and the amount 
of expenditures. 

Risk criteria for type A programs 

As noted in step 2 of the major program determination process, the specific criteria to be considered in 

determining low-risk type A programs are 

 oversight exercised by federal agencies and pass-through entities, 
 the results of audit follow-up, and 
 any changes in personnel or systems affecting the program that indicate increased risk. 

Inherent risk is not a risk factor that may be used when assessing risk for type A programs. 

Documentation of the risk assessment process 

The Uniform Guidance requires the auditor to document the risk analysis process used in determining 

major programs. When the major program determination was performed and documented in accordance 

with the Uniform Guidance, the auditor’s judgment in applying the risk-based approach to determine 

major programs will be presumed correct. 

Audit quality issues related to major program determination 

The following audit quality issues continue to be found in peer reviews and quality control reviews: 

 Using an improper threshold for type A and B program determinations 
 Failure to consider large loans in major program assessment 
 Improper identification of the entity as a low-risk auditee. The most common reasons this occurred 

have been the following: 
– The auditee did not file a data collection form or filed it late. 
– A qualified opinion was issued within the prior two years either over the financial statements or 

the SEFA. 
– There were material weaknesses in internal controls over financial reporting or federal 

compliance within the last two years. 
– There was material noncompliance on federal programs within the last two years. 
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Knowledge check 

4. An auditee that meets certain conditions for the preceding two years will qualify as a low-risk auditee. 
Which of these is not one of the criteria for an auditee to qualify as low risk? 

a. No type A program had any internal control deficiencies identified as a material weakness in 
the auditor’s report on internal control for major programs. 

b. The auditor did not report a substantial doubt about the entity’s ability to continue as a going 
concern. 

c. Type A programs did not have a modified compliance opinion on a major program. 
d. The auditor’s opinion on the cash basis financial statements was unmodified. 

 

5. What is the required audit coverage of federal awards when an auditee qualifies as a low-risk 
auditee? 

a. 20% of total federal awards expended. 
b. 25% of total federal awards expended. 
c. 40% of total federal awards expended. 
d. 50% of total federal awards expended. 
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Appendix A 

 

This appendix is required reading for CPE credit. 
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Example entity NFP 

schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

Federal grantor/pass-through 

grantor/program or cluster title 

Federal 

CFDA 

number 

Pass-

through 

entity 

identifying 

number 

Provided to 

subrecipients 

Total 

federal 

expenditures 

U.S. Department of Housing and Urban 
Development  

    

Emergency Solutions Grants 
Program 14.231  $ 600,000 $ 1,700,000 

Total U.S. Department of Housing and 
Urban Development     $ 1,700,000 

U.S. Department of Labor      

Senior Community Service 
Employment Program 17.235   $ 850,000 

Total U.S. Department of Labor    $ 850,000 

U.S. Department of Education     

Title I Grants to Local Educational 
Agencies  84.010   $ 200,000 

State X Department of Education—
Title I Grants to Local Educational 
Agencies  84.010 1020  $ 650,000 

Total for Program    $ 850,000 

Supporting Effective Instruction State 
Grant 84.367 201x-0020  $ 1,500,000 

Impact Aid 84.041   $ 400,000 

Total U.S. Department of Education    $ 2,150,000 

U.S. Department of Health and Human 
Services      

State X Department of Health and 
Human Services—Community 
Services Block Grant  93.569 1156  $ 1,450,000 

Total U.S. Department of Health and 
Human Services     $ 1,450.000 

Total Expenditures of Federal Awards   $ 600,000 $ 6,750,000 

The accompanying notes are an integral part of this schedule. 
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Example entity NFP 

notes to the schedule of expenditures of federal awards 

for the year ended June 30, 20X1 

Note 1. Basis of Presentation 

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal award 

activity of Example Entity NFP under programs of the federal government for the year ended June 30, 

20X1. The information in this Schedule is presented in accordance with the requirements of Title 2 U.S. 

Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 

Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a selected 

portion of the operations of Example Entity NFP, it is not intended to and does not present the financial 

position, changes in net assets, or cash flows of Example Entity NFP. 

1Note 2. Summary of Significant Accounting Policies 

Expenditures reported on the Schedule are reported on the (identify basis of accounting) basis of 

accounting. Such expenditures are recognized following the cost principles contained in the Uniform 

Guidance, wherein certain types of expenditures are not allowable or are limited as to reimbursement. 

Negative amounts shown on the Schedule represent adjustments or credits made in the normal course 

of business to amounts reported as expenditures in prior years. 

Note 3. Indirect Cost Rates 

Example Entity NFP has elected to not use the 10 percent de minimis indirect cost rate as allowed under 

the Uniform Guidance. 

  Case study 1 

Based on the information in the SEFA for Example Entity NFP, determine the following: 

a. The type A threshold 
b. Type A programs 
c. Type B programs 
d. The required percentage of coverage amount assuming that Example Entity NFP 

meets the low-risk auditee criteria 
e. The required percentage of coverage amount assuming that Example Entity NFP 

doesn’t meet the low-risk auditee criteria 

 

                                                       
1 There may be situations where federal expenditures presented in the schedule of expenditures of federal awards include 

expenditures subject to pre-Uniform Guidance requirements. In this situation, the second sentence of this illustrative note 

may be modified as appropriate for the type of entity being audited. This is an example for a not-for-profit entity:  

Such expenditures are recognized following, as applicable, either the cost principles in OMB Circular A-122, 

Cost Principles for Non-Profit Organizations, or the cost principles contained in Title 2 U.S. Code of Federal 

Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 

Federal Awards, wherein certain types of expenditures are not allowable or are limited as to reimbursement. 
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Appendix B 

 

This appendix is required reading for CPE credit. 
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  Case study 2 

Case A 

Please review the information and determine the major programs for Entity A for the 
period 20X3. The specific criteria of oversight, audit follow-up, and changes in personnel 
or systems that need to be considered for type A programs do not indicate higher risk for 
any of the type A programs. 

Federal programs (total expenditures = $6,875,000) 

Program #1 $900,000 expended; had qualified opinion in 20X2; had material 
weakness in 20X2. It was a type A program in 20X1 and 20X2. 

Program #2 $1,075,000 expended; was not audited in past two years because it 
was classified as a type B program. 

Program #3 $2,400,000 expended; audited in 20X1 and 20X2, no findings 
found. 

Program #4 $1,500,000 expended; audited in 20X2, questioned cost found in 
the amount of $16,000 (2 percent of federal awards expended for 
program). 

Program #5 $515,000 expended; qualified opinion in 20X1, material weakness 
in internal control in 20X1, compliance findings in 20X2; type B 
program in 20X1 and 20X2. 

Program #6 $275,000 expended; has never been audited; excellent past history. 

Program #7 $210,000 expended; audited in 20X1, no findings found. 

What is the type A / type B threshold? 

Entity A does not qualify as a low-risk auditee. What percentage of coverage is 
required in terms of percentage and dollars? 

Major program determination for 20X3: 

Step 1—Determination of type A and B programs 

Type A programs = 

   

Type B programs = 

Step 2—Identification of low-risk type A programs 

Low-risk type A programs = 
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  Case study 2 (continued) 

Case A (continued) 

Step 3—Identification of high-risk type B programs 

How many high-risk type B programs are required to be identified?    

High-risk type B programs = 

Step 4—Selection of major programs 

a. Program number and dollar value of type A programs that are other 
than low risk = 

b. Program number and dollar value of high-risk type B programs = 

c. Program number and dollar value of any additional programs as 
needed to meet percentage of coverage = 

Case B 

Determine major federal programs: 

Entity A: The auditor has performed the following assessment of the entity’s 
federal programs, which total $9,720,000. 

 Other than low-risk type A: 
#1 $2,000,000 

#2 $1,075,000 

 Low-risk type A: 
#3 $4,730,000 

#4 $915,000 

 High-risk type B: 
#5 $515,000 

 Low-risk type B: 
#6 $275,000 

#7 $210,000 

Exercise: Select the major programs. (Assume a non-low-risk entity.) Note: 40 percent of 
total expenditures is $3,888,000. 
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  Case study 2 (continued) 

Case C 

Entity B: The auditor has performed the following assessment of the entity’s 
federal programs, which total $17,145,000. 

 Other than low-risk type A: 
#1  $3,875,000 

#2  $2,000,000 

 Low-risk type A: 
#3  $4,075,000 

#4  $1,730,000 

#5  $915,000 

#6  $760,000 

#7  $800,000 

#8  $950,000 

#9  $850,000 

 High-risk type B: 
#10  $610,000 

 Low-risk type B: 
#11  $305,000 

#12  $275,000 

Exercise: Select the major programs. (Assume a non-low-risk entity.) Note: 40 percent of 
total expenditures is $6,858,000. How many type B programs were required to be risk 
assessed?  
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Chapter 6  

Understanding, Assessing, and Testing 
Internal Control Over Compliance 

Learning objectives 

 Recognize the components of internal control. 

 Identify the auditee’s responsibilities for internal control over compliance under the Uniform 
Guidance. 

 Identify the auditor’s responsibilities for internal control over compliance in a Uniform Guidance 
compliance audit. 

Introduction 

This chapter discusses the auditor’s responsibilities for internal control under generally accepted auditing 

standards (GAAS), generally accepted government auditing standards (GAGAS) (found in Government 

Auditing Standards or the Yellow Book), and Title 2 U.S. Code of Federal Regulations (CFR) Part 200, 

Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards 

(Uniform Guidance). 
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Control objectives and components of internal control 

Internal control is a process — effected by those charged with governance, management, and other 

personnel — designed to provide reasonable assurance about the achievement of the entity’s objectives 

with regard to reliability of financial reporting, effectiveness and efficiency of operations, and compliance 

with applicable laws and regulations. Internal control consists of five interrelated components.1 

Control environment Sets the tone of an organization, influencing the control consciousness of its 
people. It is the foundation for all other components of internal control, providing 
discipline and structure. 

Risk assessment The entity’s identification, analysis, and management of risks relevant to the 
achievement of its objectives. 

Information and 
communication 

systems 

Consists of the procedures and records designed and established to support the 
identification, capture, and exchange of information in a form and time frame 
that enable people to carry out their responsibilities. 

Control activities The policies and procedures that help ensure that management directives are 
carried out. 

Monitoring A process to assess the effectiveness of internal control performance over time. 

 

Consideration of internal control in an audit conducted in accordance 
with GAAS 

Under AU-C section 315, Understanding the Entity and Its Environment and Assessing the Risks of Material 

Misstatement,2 the auditor should obtain an understanding of the entity and its environment, including the 

five components of internal control, sufficient to assess the risk of material misstatement, whether due 

to error or fraud, at the financial statement and relevant assertion level, to design the nature, timing, and 

extent of further audit procedures necessary to adequately respond to the risks identified. The auditor 

should obtain a sufficient understanding by performing risk assessment procedures to evaluate the 

design of controls relevant to an audit of financial statements and to determine whether they have been 

implemented. The auditor should use such knowledge to 

 identify types of potential misstatements; 
 consider factors that affect the risks of material misstatement at both the financial statement and 

relevant assertion level; and 
 design tests of controls, when applicable, and substantive procedures. 

                                                        
1
 ©2018 Committee of Sponsoring Organizations of the Treadway Commission (COSO). All rights reserved. Used by 

permission. See www.coso.org. 
2
 All AU-C sections can be found in AICPA Professional Standards. 

www.coso.org
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AU-C section 265, communicating internal control related matters identified in an audit 

AU-C section 265 contains requirements relating to communicating internal control–related matters 

identified in an audit. AU-C section 265 provides definitions of control deficiency, significant deficiency, 

and material weakness. A deficiency in internal control exists when the design or operation of a control 

does not allow management or employees, in the normal course of their assigned functions, to prevent, 

or detect and correct, misstatements on a timely basis. 

What is a significant deficiency versus a material weakness? 

Significant deficiency Material weakness 

A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control 
that is less severe than a material weakness 
yet important enough to merit attention by 

those charged with governance. 

A material weakness is a deficiency, or a 
combination of deficiencies, in internal control 
such that there is a reasonable possibility that 

a material misstatement of the entity’s 
financial statements will not be prevented, or 

detected and corrected, on a timely basis. 
 

Consideration of internal control in an audit conducted in accordance 
with GAGAS 

GAGAS incorporates GAAS by reference. Therefore, in an audit under GAGAS, the auditor is required to 

follow both GAAS and GAGAS. In an audit performed under GAGAS, there are additional requirements 

beyond GAAS as it relates to internal control. 

Some items of note related to the consideration of internal control in an audit performed under GAGAS 

are as follows: 

 Under GAGAS, when providing an opinion or disclaimer of opinion on the financial statements, 
auditors should also report on internal control over financial reporting and on compliance with 
provisions of laws, regulations, contracts, and grant agreements and other matters that have a 
material effect on the financial statements. 

 The auditor is not required to issue an opinion on internal control. 
 AU-C section 265 provides the basis for reporting significant deficiencies and material weaknesses in 

the reporting required by GAGAS. 
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Consideration of internal control in an audit conducted in accordance 
with the Uniform Guidance 

The Uniform Guidance establishes requirements for additional audit procedures and reporting relative  

to the auditor’s consideration of internal control over compliance for major programs. The requirements 

are beyond those of a financial statement audit conducted in accordance with GAAS and GAGAS. The 

discussion that follows includes the additional considerations of internal control over compliance for 

major programs. 

The Uniform Guidance defines internal control with respect to federal programs as follows: 

Internal control over compliance requirements for federal programs (internal control over federal 

programs) means a process implemented by a nonfederal entity designed to provide reasonable 

assurance regarding the achievement of the following objectives for federal awards: 

1. Transactions are properly recorded and accounted for to 
a. permit the preparation of reliable financial statements and federal reports; 
b. maintain accountability over assets; and 
c. demonstrate compliance with federal statutes, regulations, and the terms and conditions of 

federal awards. 
2. Transactions are executed in compliance with 

a. federal statutes, regulations, and the terms and conditions of federal awards that could have a 
direct and material effect on a federal program; and 

b. any other federal statutes and regulations that are identified in the Compliance Supplement. 
3. Funds, property, and other assets are safeguarded against loss from unauthorized use or disposition. 

Auditee responsibilities for internal control over compliance 

The Uniform Guidance prescribes the following auditee responsibilities with regard to internal control: 

Establish and maintain effective internal control over federal awards that provides reasonable assurance 

that the auditee is managing federal awards in compliance with federal statutes, regulations, and the 

terms and conditions of the federal award. 

Comply with federal statutes, regulations, and the terms and conditions of the federal awards. 

Evaluate and monitor the entity’s compliance with federal statutes, regulations, and the terms and 

conditions of federal awards. 

Take prompt action when instances of noncompliance are identified, including noncompliance identified 

in audit findings. 

Take reasonable measures to safeguard protected personally identifiable and other sensitive 

information. 

The Uniform Guidance states that it is best practice for the nonfederal entity to establish internal controls 

that are in compliance with guidance in Standards for Internal Control in the Federal Government (the  
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Green Book) issued by the Comptroller General of the United States or the Committee of Sponsoring 

Organizations of the Treadway Commission’s Internal Control—Integrated Framework (COSO framework). 

Auditor responsibilities related to internal control over compliance 

The Uniform Guidance prescribes the following auditor responsibilities with regard to internal control: 

Although the Uniform Guidance requires testing and reporting on internal control, it does not 
require the auditor to express an opinion on the effectiveness of internal control used in 
administering federal awards. 

Perform procedures to obtain an understanding of internal control over federal programs sufficient to 
plan the audit to support a low assessed level of control risk of noncompliance for major programs. 

Plan the testing of internal control over compliance for major programs to support a low assessed level 
of control risk of noncompliance relevant to the compliance requirements for each major program. 

Perform testing of internal control over compliance as planned. 

Report on internal control over compliance describing the scope of the testing of internal control and, 
where applicable, referring to the separate schedule of findings and questioned costs. This schedule 
includes, where applicable, significant deficiencies and material weaknesses in internal control over 
compliance for major programs that were identified in the audit. 

Knowledge check 

1. Internal control is a process designed to provide reasonable assurance of achieving an entity’s 
objectives with respect to all of these except 

a. Financial reporting. 
b. Compliance with applicable laws and regulations. 
c. Performance goals. 
d. Efficiency and effectiveness of operations. 

Obtaining an understanding of internal control over compliance 

The Uniform Guidance states that, in addition to the requirements of GAGAS, the auditor must perform 

procedures to obtain an understanding of internal control over federal programs sufficient to plan the 

audit to support a low assessed level of control risk of noncompliance for major programs. This requires 

the auditor to understand the compliance requirements for each major program to determine the types 

of controls the auditor needs to consider in the Uniform Guidance compliance audit. 

For each of the programs and direct and material compliance requirements selected for testing, the 

auditor should perform risk assessment procedures to obtain a sufficient understanding of the direct and 

material compliance requirements and the entity’s internal control over compliance with those 

compliance requirements. The objective of these procedures is to obtain audit evidence about the design 
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and implementation of relevant controls over compliance and may include procedures such as inquiry of 

entity personnel, observing the application of a specific control, and inspecting documents and reports. 

Obtaining an understanding of internal control involves evaluating the design of a control and 
determining whether it has been implemented. Evaluating the design of a control involves 
consideration of whether the control, individually or in combination with other controls, is 
capable of effectively preventing or detecting and correcting instances of noncompliance. 
Implementation of a control means that the control exists, and the entity is using it. The 
auditor should consider the design of the control in determining whether to consider its 
implementation.  

After obtaining an understanding of internal control over compliance for major programs, the auditor 

makes a preliminary assessment of the control risk of noncompliance related to the direct and material 

compliance requirements for each major program. 

Control risk of noncompliance is the risk that noncompliance with a compliance requirement 
that could occur and that could be material, either individually or when aggregated with other 
instances of noncompliance, will not be prevented, or detected and corrected, on a timely basis 
by the entity’s internal control over compliance. 

Based on the auditor’s understanding of internal control over compliance for major programs, the auditor 

should plan the testing of controls. 

The Uniform Guidance does not require the auditor to plan or perform tests of controls over one or more 

compliance requirements if the auditor determines, according to his or her understanding of internal 

control over federal programs, that internal control is likely to be ineffective in preventing or detecting 

noncompliance with those compliance requirements. In this case, the auditor must report a significant 

deficiency or material weakness in internal control over compliance, assess control risk at maximum, and 

consider the effect on the extent of compliance testing relative to the major program. 

Obtaining an understanding of an entity’s controls ordinarily does not provide sufficient evidence about 

their operating effectiveness. Further, simply testing compliance in accordance with the Uniform 

Guidance does not provide evidence that controls are appropriately designed or operating effectively. 

Testing compliance gives indirect evidence on the effectiveness of controls, but it cannot serve as the 

basis for assessing controls as operating effectively. Generally, testing controls assists the auditor in 

determining the nature, timing, and extent of substantive audit procedures to perform in order to gather 

evidence related to the opinion on compliance. 

Planning the testing of internal control over major federal programs 

The Uniform Guidance states that the auditor must plan the testing of internal control over compliance 

for major programs to support a low assessed level of control risk for the assertions relevant to the 

compliance requirements for each major program except when controls are likely to be ineffective in 
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preventing or detecting material noncompliance. Professional standards do not define or quantify a low 

assessed level of control risk of noncompliance. Therefore, professional judgment is needed in 

determining the extent of control testing necessary to obtain a low level of control risk of noncompliance. 

In exercising professional judgment, one factor to consider is that this requirement is intended 

to address federal agencies’ desire to know if conditions indicate that auditees have not 

implemented adequate internal control over compliance for federal programs to ensure 

compliance with federal statutes, regulations, and the terms and conditions of federal awards. 

The guidance in AU-C section 330, Performing Audit Procedures in Response to Assessed Risks and 

Evaluating the Audit Evidence Obtained, addresses the auditor’s responsibility to design and implement 

responses to the risks of material misstatement identified at the financial statement and relevant 

assertion levels and assessed by the auditor. In a compliance audit, this responsibility relates to the risk 

of material noncompliance identified and assessed by the auditor. Paragraph .11 of AU-C section 330 

states that the auditor should test controls for the particular point in time or throughout the period for 

which the auditor intends to rely on those controls in order to provide an appropriate basis for the 

auditor’s intended reliance. If the auditor intends to rely on a control over a period of time, audit evidence 

pertaining only to a point in time may be insufficient, and the auditor should supplement those tests with 

other tests of controls that are capable of providing audit evidence that the control operated effectively at 

relevant times during the period under audit. In planning and performing tests of controls over major 

federal programs, the auditor will need to understand the compliance requirements of the major 

programs of the entity. 

Paragraphs .08–.10 of AU-C section 330 contain guidance related to the extent of tests of controls. As it 

relates to a Uniform Guidance compliance audit, and assuming an understanding that controls are 

effective, the auditor should design and perform tests of controls to obtain sufficient appropriate audit 

evidence that the controls are operating effectively for each direct and material compliance requirement 

for each major program throughout the period of reliance. Several factors that auditors may consider in 

determining the extent of the tests of controls include the following: 

 The frequency of the performance of the control by the entity during the period 
 The length of time during the audit period that the auditor is relying on the operating effectiveness of 

the control 
 The expected rate of deviation from the control 
 The relevance and reliability of the audit evidence to be obtained in supporting that the control 

prevents, or detects and corrects, material noncompliance with respect to the type of compliance 
requirement being considered 

 The extent to which audit evidence is obtained from tests of other controls related to the type of 
compliance requirement 

The chapter titled “Audit Sampling Considerations of Uniform Guidance Compliance Audits” in the AICPA 

Audit Guide Government Auditing Standards and Single Audits (which is included in appendix C of this 

course) provides guidance on suggested sample sizes for tests of controls based on the significance of 

the control being tested and the inherent risk of the compliance requirement. In designing and 

performing tests of controls, the auditor should obtain more persuasive audit evidence when the auditor 
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plans to place greater reliance on the effectiveness of a control. In addition, as the rate of expected 

deviation from a control increases, the auditor should increase the extent of testing of the control. 

However, the auditor should consider whether the rate of expected deviation indicates that obtaining 

audit evidence from the performance of tests of controls will not be sufficient to reduce the control risk 

of noncompliance for the assertions relevant to the compliance requirement. If the rate of expected 

deviation is expected to be high, the auditor may determine that tests of controls for a particular type of 

compliance requirement may be inappropriate. In this case, the auditor must report a significant 

deficiency or material weakness in internal control over compliance, assess control risk at maximum, and 

consider the effect on the extent of compliance testing relative to the major program. 

Performing tests of controls over compliance for major programs 

The auditor should test controls over compliance when the auditor’s preliminary evaluation of the control 

did not determine that the control is likely to be ineffective. The auditor should test these controls even if, 

for audit efficiency, the auditor did not plan to rely on the operating effectiveness of the controls in 

determining the nature, timing, and extent of substantive procedures to test compliance. 

Under the guidance found in AU-C section 935, Compliance Audits, in a Uniform Guidance compliance 

audit, controls that address the risks of noncompliance with direct and material types of compliance 

requirements for major programs should be tested every year. 

Testing the operating effectiveness of controls is different from obtaining an understanding 
of internal control. However, the same types of audit procedures are used. The auditor may, 
therefore, decide it is efficient to test the operating effectiveness of controls at the same time 
the auditor is evaluating their design and determining that they have been implemented. This 
includes obtaining audit evidence about how controls were applied at relevant times during 
the period under audit, the consistency with which they were applied, and by whom or by 
what means they were applied.  

Tests of controls, which provide evidence of the effectiveness of the controls and procedures, ordinarily 

include the following: 

 Inquiries of appropriate personnel, including grant managers 
 Inspection of documents, files, and reports that provide evidence of the performance of controls 
 Observation of the application of the specific control policies and procedures 
 Reperformance of the application of the control 
 Transaction testing 

AU-C section 330 provides guidance related to the testing of controls concurrently with a substantive test 

of details on the same transactions. Although the purpose of a test of controls is different from the 

purpose of a test of details, both may be accomplished concurrently by performing a test of controls and 

a test of details on the same transaction (a dual purpose test). For example, the auditor may examine an 

invoice to determine whether it has been approved and whether it provides substantive evidence of a 

transaction. 
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Practice note: A dual purpose test is designed and evaluated by considering each purpose of the test 
separately. Also, when performing the tests, the auditor should consider how the outcome of the test of 
controls may affect the auditor’s determination about the extent of substantive procedures to be 
performed. 

Evaluation of tests of controls over compliance 

Evaluating internal control deficiencies 

AU-C section 935 defines deficiency in internal control over compliance, significant deficiency in internal 

control over compliance, and material weakness in internal control over compliance for the purposes of 

reporting on internal control over compliance in a compliance audit. AICPA Audit Guide Government 

Auditing Standards and Single Audits further adapts the AU-C section 935 definitions for reporting on 

internal control over compliance in a Uniform Guidance compliance audit as follows: 

 A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of their assigned 
functions, to prevent, or detect and correct, noncompliance on a timely basis. 

 A significant deficiency in internal control over compliance is a deficiency, or a combination of 
deficiencies, in internal control over compliance with a type of compliance requirement of a federal 
program that is less severe than a material weakness in internal control over compliance, yet 
important enough to merit attention by those charged with governance. 

 A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, 
in internal control over compliance such that there is a reasonable possibility that material 
noncompliance with a type of compliance requirement of a federal program will not be prevented or 
detected and corrected on a timely basis. 

In a Uniform Guidance compliance audit, significant deficiencies and material weaknesses related to 

internal control over compliance and material noncompliance with federal statutes, regulations, and the 

terms and conditions of federal awards are to be considered as they relate to a type of compliance 

requirement for each major program. Further, certain conditions may be significant deficiencies or 

material weaknesses for a major program and not be considered significant deficiencies or material 

weaknesses as they relate to the assertions of management in the financial statements. 

The auditor should evaluate the severity of each deficiency in internal control over compliance identified 

during the audit to determine whether the deficiency, individually or in combination, is a significant 

deficiency or material weakness in internal control over compliance. The severity of a deficiency depends 

on the magnitude of potential noncompliance resulting from the deficiency or deficiencies and whether 

there is a reasonable possibility that the entity’s controls will fail to prevent, or detect and correct, 

noncompliance with a type of compliance requirement. 

Several factors affect the magnitude of potential noncompliance that could result from a deficiency or 

deficiencies in controls. The factors include the following: 



© 2019 Association of International Certified Professional Accountants. All rights reserved. 6-10 

 Program amounts or total of transactions exposed to the deficiency in relation to the type of 
compliance requirement 

 Volume of activity related to the compliance requirement exposed to the deficiency in the current 
period or expected in future periods 

 Adverse publicity or other qualitative factors 

Risk factors affect whether there is a reasonable possibility that a deficiency, or combination of 

deficiencies, will result in noncompliance with a type of compliance requirement of a federal program. 

The factors include the following: 

 The nature of the type of compliance requirement involved. For example, a specific special test or 
provision may involve greater risk because it is unique to the program and may require unique 
controls 

 Susceptibility of the program and related types of compliance requirements to fraud 
 Subjectivity and complexity involved in meeting the compliance requirement and the extent of 

judgment required in determining noncompliance 
 Interaction or relationship of the control with other controls 
 Interaction among the deficiencies 
 Possible future consequences of the deficiency 

 

Because the significance of a deficiency in internal control over compliance depends on the 
potential for noncompliance, not on whether noncompliance has actually occurred, the 
absence of identified noncompliance does not mean that identified deficiencies in internal 
control over compliance are not significant deficiencies or material weaknesses in internal 
control over compliance.  

If the auditor determines that a deficiency, or a combination of deficiencies, is not a material weakness in 

internal control over compliance, the auditor should consider whether prudent officials, having knowledge 

of the same facts and circumstances, would likely reach the same conclusion. 

Evaluating the assessment of control risk of noncompliance 

Based on the audit procedures performed related to controls, and the audit evidence obtained, the auditor 

should evaluate whether the assessment of the risk of material noncompliance of the relevant compliance 

requirements remains appropriate and whether the nature, timing, and extent of testing needs to be modified. 

If, when evaluating the results of tests of controls, the auditor is not able to support a low assessed level of 

control risk of noncompliance for a direct and material compliance requirement for a major program, the 

auditor is not required to expand his or her testing of internal control over compliance for that compliance 

requirement. The auditor may choose not to perform further tests of controls. In that situation, the auditor 

would assess control risk of noncompliance at other than low, design tests of compliance accordingly, and 

consider the need to report an audit finding. In general, a significant deficiency or a material weakness in 

internal control over compliance will need to be reported. 
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Documentation 

The audit documentation should clearly demonstrate the auditor’s understanding and assessment of control 

risk related to the internal control established for federal awards. The audit documentation should also clearly 

provide evidence of the nature, timing, extent, results, and conclusions of the audit procedures performed 

relative to the internal control over federal programs. If the auditor has not performed tests of controls 

relevant to certain requirements or programs, then the rationale for omitting such tests should be 

documented. See the AICPA Audit Guide Government Auditing Standards and Single Audits, published 

annually, for more information regarding the documentation of internal control in a single audit. 

Audit quality issues related to internal control over compliance 

Peer reviews and quality control reviews continue to find audit quality issues with respect to internal 

control over compliance. Frequent issues found include the following: 

 Lack of testing of internal control over direct and material compliance requirements 
 Improper use of dual purpose testing; the auditor often does not adequately design procedures to 

meet compliance requirements or fails to evaluate both objectives of the dual purpose test 
 Lack of an understanding of the difference between internal control and compliance testing as well 

as internal controls over financial reporting and internal controls over compliance 
 Inappropriate or unsupported sample sizes 
 Noncompliance with professional standards in wording of reports—the definitions of control 

deficiencies, significant deficiencies, and material weaknesses followed language in superseded 
guidance (This problem is frequent despite the age of the guidance.) 

Knowledge check 

2. What is not a factor the auditor should consider when determining the extent of testing necessary 
over internal controls over compliance? 

a. The results of similar control tests performed in prior audits. 
b. The expected rate of deviation from the control. 
c. The length of time during the audit period that the auditor is relying on the operating 

effectiveness of the control. 
d. The extent to which audit evidence is obtained from tests of other controls related to the type 

of compliance requirement. 

3. When determining whether a control deficiency is a material weakness or significant deficiency in 
internal control, what is not a factor that the auditor should consider? 

a. The absence of identified noncompliance. 
b. The volume of activity related to the compliance requirement exposed to the deficiency. 
c. Adverse publicity or other qualitative factors. 
d. Program amounts or total of transactions exposed to the deficiency in relation to the type of 

compliance requirement. 
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Practice question 
1. Must internal control over compliance always be tested for effectiveness under the Uniform 

Guidance? Explain. 
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Chapter 7  

Testing Compliance with Federal Statutes 
and Regulations 

Learning objectives 

 Identify the auditor’s responsibility for testing compliance under the Uniform Guidance. 

 Determine the materiality used in compliance testing. 

 Identify the role of the Compliance Supplement in the Uniform Guidance compliance audit. 

 Recognize what the Uniform Guidance requires to be reported as an audit finding. 

Introduction 

This chapter discusses compliance testing requirements for an audit performed in accordance with Title 

2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, 

and Audit Requirements for Federal Awards (Uniform Guidance). Also discussed are considerations 

related to testing performed and the evaluation of the results of that testing. 
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Auditee’s responsibility regarding compliance 

Auditors should be aware of the unique characteristics of the compliance audit environment. State and 

local governments and not-for-profit entities differ from commercial enterprises in that they may be 

subject to diverse compliance requirements. Management is responsible for the entity’s compliance with 

compliance requirements. This includes the following: 

 

This chapter focuses on the Uniform Guidance requirements regarding compliance testing and the 

activities performed by the auditor based on those requirements. 

Identifying the entity’s 
government programs and 

understanding and 
complying with the 

compliance requirements. 

 

Establishing and 
maintaining effective 
controls that provide 

reasonable assurance that 
the entity administers 

government programs in 
compliance with 

compliance  
requirements. 

Evaluating and monitoring 
the entity’s compliance 

with the compliance 
requirements. 

Taking corrective action 
when instances of 
noncompliance are 
identified, including 

corrective action on audit 
findings of the compliance 

audit. 
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AU-C section 935 

In performing a compliance audit, the auditor uses the guidance in AU-C section 935, Compliance Audits,1 

which addresses the application of generally accepted auditing standards (GAAS) to a compliance audit. 

AU-C section 935 provides guidance related to the following: 

 Adapting and applying the AU-C sections to a compliance audit 
 Establishing materiality levels 
 Identifying government programs and applicable compliance requirements 
 Performing risk assessment procedures 
 Assessing the risks of material noncompliance 
 Performing further audit procedures in response to assessed risks 
 Supplementary audit requirements 
 Written representations 
 Subsequent events 
 Evaluating the sufficiency and appropriateness of audit evidence and forming an opinion 
 Reporting 
 Documentation 

Testing compliance under the Uniform Guidance 

The Uniform Guidance states that the auditor must determine whether the entity has complied with 

federal statutes, regulations, and the terms and conditions of federal awards that may have a direct and 

material effect on each major federal program. The compliance testing must include tests of 

transactions and such other auditing procedures as are necessary to provide the auditor with sufficient 

appropriate audit evidence to support an opinion on compliance for each major program. 

Prior to testing compliance, the auditor must identify major programs to be tested using the specific 

process set forth in the Uniform Guidance. The auditor also determines the direct and material 

compliance requirements for each major program, which are what the auditor tests and reports on as 

part of the compliance audit. 

Materiality 

A full understanding of the materiality used in the compliance audit is needed. In auditing compliance 

covering major programs in accordance with the Uniform Guidance, the auditor applies a different 

consideration of materiality from that in an audit of financial statements in accordance with GAAS. In an 

audit of an entity’s financial statements, materiality is considered in relation to the financial statements 

being audited. In an audit of compliance covering major programs, the materiality is considered in 

relation to each major program. 

                                                        
1
 All AU-C sections can be found in AICPA Professional Standards. 
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Furthermore, in determining whether a compliance finding is material, the auditor should consider 

materiality in relation to the type of compliance requirement. The auditor should consider both 

quantitative (monetary value) and qualitative factors. Qualitative factors include the following: 

 the cumulative effect and impact of immaterial items 
 the objectives of the work undertaken 
 the use of the reported information by the user or groups of users 

Decisions on these criteria are based on the auditor’s professional judgment. In government audits, the 

materiality level or threshold of acceptable risk (or both) may be lower than in similar types of audits in 

the private sector because of the public accountability of the entity, the various legal and regulatory 

requirements, and the visibility and sensitivity of government programs, activities, and functions. 

  Alert–Office of Management and Budget Compliance Supplement 

The 2019 Office of Management and Budget (OMB) Compliance Supplement is effective for 
single audits of fiscal years ending June 30, 2019, and later. The 2019 Compliance 
Supplement was not available when this course was being updated. Auditors are cautioned to 
carefully evaluate the revisions made to the 2019 Compliance Supplement because there may 
be significant changes affecting the compliance audit of federal awards. The content in this 
course related to the Compliance Supplement is based on prior year Compliance Supplements. 

As it relates to the 2018 Compliance Supplement, in prior years the compliance supplement 
issued for a year superseded the prior year’s supplement in its entirety. The 2018 Compliance 
Supplement was issued in a different format than in prior years and provides only significant 
updates and changes to the 2017 supplement. Auditors are instructed to use both the 2017 
and 2018 supplements when performing audits of fiscal years for which the 2018 
Compliance Supplement is effective. 

To assist auditors in a single audit, the Government Audit Quality Center has posted a 
resource that contains both the 2018 Compliance Supplement, and the 2017 Compliance 
Supplement organized to assist in using the supplements together. This resource is available 
to the public and can be found at https://www.aicpa.org/interestareas/ 
governmentalauditquality/resources/singleaudit/2018-omb-compliance-supplement.html.  

Identification of types of compliance requirements to test for each 
major federal program 

The principal compliance requirements applicable to the largest federal programs are included in the 

Compliance Supplement. The Compliance Supplement, which is incorporated as appendix XI to the 

Uniform Guidance is issued annually by the OMB. The effective date of the 2019 Compliance Supplement 

is effective for audits of June 30, 2019, fiscal years and forward. 

 

https://www.aicpa.org/interestareas/governmentalauditquality/resources/singleaudit/2018-omb-compliance-supplement.html
https://www.aicpa.org/interestareas/governmentalauditquality/resources/singleaudit/2018-omb-compliance-supplement.html
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There are 12 types of compliance requirements to which a federal award may be subject. 

12 types of compliance requirements 

A B C D E F G 

Activities 
allowed or 
unallowed 

Allowable 
costs and 

cost 
principles 

Cash 
mgmt. 

Reserved Eligibility Equipment 
and real 
property 

management 

Matching, 
level of 
effort, 

earmarking 

H I J K L M N 

Period of 
performance 

Procurement 
and 

suspension 
and 

debarment 

Program 
income 

Reserved Reporting Subrecipient 
monitoring 

Special 
tests and 
provisions 

The Compliance Supplement has the following seven parts: 

 Part 1—Background, Purpose, and Applicability–Provides general information. 
 Part 2—Matrix of Compliance Requirements–This identifies which of the types of compliance 

requirements are applicable to each program listed in the Compliance Supplement. 
 Part 3—Compliance Requirements–This describes the common compliance requirements, source of 

governing requirements, audit objectives and suggested audit procedures for the types of compliance 
requirements. Currently, the Compliance Supplement includes two sections of part 3. Part 3.1 is for 
federal awards subject to the pre-Uniform Guidance circulars (federal awards made prior to 
December 26, 2014). Part 3.2 is for federal awards subject to the Uniform Guidance (awards made on 
or after December 26, 2014). 

 Part 4—Agency Program Requirements–This provides 
– program-specific information regarding the types of compliance requirements included in part 3, 

and 
– audit objectives, suggested audit procedures and compliance requirements for the special tests, 

and provisions type of compliance requirement applicable to approximately 200 federal 
programs. 

 Part 5—Clusters of Programs–This contains the compliance requirements, source of governing 
requirements, audit objectives and suggested audit procedures for the Student Financial Assistance 
and Research and Development clusters, and it identifies the other clusters of programs. 

 Part 6—Internal Control–OMB provides some information on internal control in a Uniform Guidance 
compliance audit that is based on the Committee of Sponsoring Organizations of the Treadway 
Commission’s (COSO’s) Internal Control—Integrated Framework and the Standards for Internal Control 
in the Federal Government (Green Book) issued by the Comptroller General of the United States. 

 Part 7—Guidance for Auditing Programs Not Included–This provides guidance for auditing federal 
programs not included in the Compliance Supplement or covered by a current program-specific audit 
guide. 
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Auditors must consider the Compliance Supplement and the referenced laws, regulations, and Uniform 

Guidance provisions in determining the compliance requirements that could have a direct and material 

effect on the programs included in the supplement. 

The use of the supplement is mandatory for identifying applicable compliance requirements. 

Accordingly, adherence to the supplement satisfies the requirements of the Uniform Guidance. 

The auditor is also required to perform reasonable procedures to determine whether the compliance 

requirements for the major programs to be tested are current and whether there are any material 

compliance requirements contained in the federal award documents for major programs that are not 

specified in law or regulation. Reasonable procedures could include inquiry of auditee management and 

review of federal award documents. Where there have been changes to the compliance requirements or 

additional compliance requirements in the federal documents, the auditor must determine the current 

compliance requirements and modify the audit procedures accordingly. 

For programs not included in the Compliance Supplement, the auditor must follow guidance in part 7 of 

the Compliance Supplement and use the types of compliance requirements in part 3 to identify the 

applicable compliance requirements that could have a direct and material effect on the major program. 

Information regarding compliance requirements to test may be obtained by reviewing the provisions of 

federal awards and the laws and regulations referred to in such awards. 

The 2019 Compliance Supplement is available on the OMB website at 

https://www.whitehouse.gov/omb/management/office-federal-financial-management/. 

The types of compliance requirements identified in the Compliance Supplement that could have a direct 

and material effect on a major program are those subject to audit. Once major programs have been 

identified, the auditor should design an approach to test compliance with the federal statutes, 

regulations, and the terms and conditions of federal awards that could have a direct and material effect 

on each major program. 

The auditor should use part 2 of the Compliance Supplement to determine which types of compliance 

requirements apply to the program. However, even though a type of compliance requirement applies to 

the federal program, the auditor may determine that 

 it does not apply to a particular auditee because that entity does not have activity subject to that type 
of compliance requirement or 

 noncompliance with the type of compliance requirement could not have a direct and material effect 
on a major program. 

For example, even though part 2 of the Compliance Supplement indicates that the program income type 

of compliance requirement is applicable to the major program, a particular auditee may not have earned 

program income during the audit period or the income earned was insignificant to the total federal 

https://www.whitehouse.gov/omb/management/office-federal-financial-management/
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awards expended for the program. In this case, the auditor would not need to test the program income 

type of compliance requirement. 

When determining not to test a type of compliance requirement identified as applicable to a 
particular program in the Part II matrix, the auditor should conclude (and document such 
conclusion) either that the requirement does not apply to the particular auditee or that 
noncompliance with the requirements could not have a direct and material effect on the major 
program. The auditor should also document the audit procedures performed to make the 
determination and the reason the he or she deems the compliance requirement not to be 
applicable. 

The auditor should gain an understanding of the federal statutes, regulations, and the terms and 

conditions of federal awards that may have a direct and material effect on each major program that is 

sufficient to determine the nature, timing, and extent of the procedures to be performed as a basis for 

expressing an opinion on compliance. Parts 3, 4, and 5 of the Compliance Supplement describe the 

compliance requirements to be tested, but the auditor may need to review the underlying laws and 

regulations to gain a full understanding of the compliance requirements. 

Caution! Auditors should avoid the common misconception in single audits that only 
suggested audit procedures included in part 4 and part 5 are applicable and/or are 
considered direct and material to federal programs included therein. Part 4 and part 5 give 
additional supplementary information about selected compliance requirements that may be 
unique or complex related to a particular federal program. The part 3 general suggested audit 
procedures also must be used to address applicable compliance requirements identified in 
the part 2 matrix.  

Appendix VII, Other Audit Advisories, of the Compliance Supplement provides guidance regarding prior 

year audit findings for those types of compliance requirements that were removed. It states that if there 

was an audit finding related to a type of compliance requirement that was removed, those findings must 

continue to be reported in the summary schedule of prior audit findings and the corrective action plan. 

Audit testing of major programs 

As noted previously, the Uniform Guidance states that the compliance testing must include tests of 

transactions and such other auditing procedures necessary to provide the auditor sufficient appropriate 

audit evidence to support an opinion on compliance. In determining the nature, timing, and extent of 

testing of an organization’s compliance with such requirements, the auditor considers audit risk and 

materiality related to each major program. In most instances, this results in a lower level of materiality 

than financial statement materiality, because materiality is evaluated at the program level rather than at 

the financial statement level. 
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Generally, tests of compliance requirements include inquiry, observation, inspection, and tests of 

transactions. The auditor should use professional judgment in determining the audit procedures to be 

performed to allow him or her to obtain sufficient appropriate audit evidence to form an opinion on the 

auditee’s compliance with the compliance requirements that could have a direct and material effect on 

each major program. The Compliance Supplement contains suggested audit procedures for testing the 

compliance requirements included therein. However, the auditor may need to use alternative or additional 

procedures to obtain sufficient appropriate evidence. 

The nature and extent of tests for each major federal program should be based on the professional 

judgment of the auditor. Some factors that may be taken into consideration include the following: 

 Amount of expenditures for the program 
 Extent to which the program is carried out through subrecipients 
 Newness of or changes in the program 
 Prior experience with the program 
 Extent to which the program contracts for goods or services 
 Level at which the program is subject to review and oversight 
 Adequacy of internal control for ensuring compliance 
 The expectations of adherence or lack of adherence to the applicable federal statutes and regulations 
 Potential impact of adverse findings 
 Evidence obtained through other auditing procedures 

Audit sampling 

In a Uniform Guidance compliance audit, the auditor is required to select and test an adequate number of 

transactions or perform other procedures that will support an opinion on compliance related to each 

major program. Auditors should perform audit sampling where appropriate to achieve this objective. AU-

C section 530, Audit Sampling, includes guidance relating to sampling risk, sampling in tests of details 

and sampling in tests of controls. It covers the factors to be considered in planning, designing, and 

evaluating audit samples. The guidance in AU-C section 530 primarily addresses sampling when 

performing an audit of financial statements. However, as required by AU-C section 935, auditors should 

adapt and follow the guidance in AU-C section 530 as appropriate to a Uniform Guidance compliance 

audit. The AICPA Audit Guide Audit Sampling provides detailed guidance on sampling applications in 

audits. Furthermore, the chapter titled “Audit Sampling Considerations of Uniform Guidance Compliance 

Audits,” as found in AICPA Audit Guide Government Auditing Standards and Single Audits (which is 

included in appendix C of this course), provides guidance to help auditors adapt and apply the concepts 

and requirements of AU-C section 530 and the AICPA Audit Guide Audit Sampling to the Uniform 

Guidance compliance audit. 

OMB has indicated that either a nonstatistical or statistical approach to audit sampling may be used. 

Auditors are not required to report projected questioned costs, but should project the results of any 

sampling application in determining whether to report a control deficiency, a material noncompliance, or 

whether likely questioned costs meet the threshold to require the reporting of questioned costs. Auditors 
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should also project the results of any sampling application performed when forming a basis for an 

opinion on each major program. 

The auditor must perform tests of transactions and such other procedures as necessary to obtain 

sufficient appropriate audit evidence to support the opinion on compliance for each major program, as 

well as to meet the requirements of the Uniform Guidance for testing and reporting on internal control 

over compliance. Auditors frequently use audit sampling when performing these tests. When testing 

internal control over compliance, the auditor is primarily concerned about the rates of deviations from a 

prescribed control. Similarly, in tests of compliance, the auditor is concerned about whether or not there 

is evidence of compliance (that is the rate and likely magnitude of noncompliance). Therefore, attributes 

sampling, as defined in the AICPA Audit Guide Audit Sampling, is typically used for tests of controls over 

compliance and compliance testing in a compliance audit. 

Auditors should use professional judgment when determining sample sizes. However, when exercising 

that judgment, they should be aware that samples of a few items with a low dollar value for a large 

population would likely not be sufficient to enable them to express an opinion about compliance. To 

support the opinion on each major program, an adequate number of transactions should be selected 

from each program. 

The sampling chapter in the AICPA Audit Guide Government Auditing Standards and Single Audits, 

provides guidance on suggested sample sizes for tests of controls based on the significance of the 

control being tested and the inherent risk of the compliance requirement. Similarly, it includes suggested 

sample sizes for testing compliance with compliance requirements that are based on the risk of 

noncompliance remaining after any other audit procedures (for example, risk assessment procedures, 

test of controls, and analytical procedures) are performed. 

For Uniform Guidance compliance audits, the auditor often plans for zero deviations in the sample. The 

sample sizes are based on an expectation of zero deviations in the sample and a high level of assurance. 

If testing discovers no deviations, then a high degree of assurance is achieved that the control is being 

performed at an acceptable level to be effective. When more deviations are encountered than were 

planned for, the auditor has not met the planned audit objective. All deviations (whether expected or not) 

should be investigated to determine the potential effect on the program. 

In some circumstances, the auditor might design a test that uses a dual purpose sample. The most 

common dual purpose approach in a compliance audit is testing the operating effectiveness of a control 

and testing whether the auditee complied with relevant federal statutes, regulations, or terms and 

conditions of federal awards using the same sample. 

The size of a sample designed for a dual purpose test will usually be the larger of the samples 
that would otherwise have been designed if the control and compliance samples were 
performed separately. 
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In evaluating the result of dual purpose tests, audit findings should be evaluated separately for the 

controls and the compliance attributes tested. 

Practice note: The basis for the auditor’s evaluation of a control is the operation of the 
control; not whether the auditee complied. The basis for the auditor’s evaluation of 
compliance is whether the compliance requirement was complied with, not whether the 
control was properly applied.  

A control that is not properly applied to a transaction may not necessarily lead to noncompliance. 

Similarly, compliance with the compliance requirement does not mean that the control was properly 

applied. As such, the auditor may reach different conclusions on controls and compliance for the same 

sample item (for example, report a significant deficiency or material weakness in internal control over 

compliance but not a compliance related finding).The auditor’s documentation of internal control and 

compliance tests should be distinguished from one another so there is a clear distinction between the 

audit objectives and test results for each test so that separate conclusions may be reached on the 

internal control attributes and compliance attributes tested. 

Practical application: Experience has shown that it is preferable to select separate samples 
from each major program because the separate sample clearly provides evidence of the 
tests performed, the results of those tests, and the conclusions reached. The audit 
documentation should be presented in a way that clearly shows that a sample was selected 
from each major program and that the results of tests of such samples, together with other 
audit evidence, are sufficient to support the opinion on each major program’s compliance. 

Knowledge check 

1. Which is not a type of compliance requirement included in the Compliance Supplement? 

a. Matching, level of effort, earmarking. 
b. Program objectives. 
c. Reporting. 
d. Subrecipient monitoring. 

2. Which comment regarding audit sampling with respect to testing federal awards is incorrect? 

a. When testing internal control over compliance, the auditor is primarily concerned about the 
rates of deviations from a prescribed control. 

b. Sampling may be used both to test internal control and compliance. 
c. An auditor may use statistical or nonstatistical sampling in the compliance audit. 
d. The sample size for a dual purpose test of internal control and compliance is the lesser of 

what would be required if internal control and compliance were being tested separately. 
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Evaluating and reporting on noncompliance 

Audit findings 

The auditor’s tests of compliance with compliance requirements may disclose instances of 

noncompliance, which the Uniform Guidance generally refers to as audit findings. They may be of a 

monetary nature and involve questioned costs or may be nonmonetary and not result in questioned 

costs. Both Government Auditing Standards and the Uniform Guidance specify how certain findings are to 

be reported. 

The Uniform Guidance states that the following must be included as audit findings in the schedule of 

findings and questioned costs: 

 Significant deficiencies and material weaknesses in internal control over major programs and 
instances of abuse related to major programs. 

 Material noncompliance with provisions of federal statutes, regulations, or the terms and conditions 
of federal awards related to a major program. The auditor’s determination of whether noncompliance 
with the provisions of federal statutes, regulations, or the terms and conditions of federal awards is 
material for purposes of reporting an audit finding is in relation to a type of compliance requirement 
for a major program identified in the Compliance Supplement. 

 Known questioned costs that are greater than $25,000 for a type of compliance requirement for a 
major program. Known questioned costs are those specifically identified by the auditor. 

 Known questioned costs when likely questioned costs are greater than $25,000 for a type of 
compliance requirement for a major program. Likely questioned costs are the auditor’s best estimate 
of total questioned costs derived by extending known questioned costs to the population. 

 Known questioned costs that are greater than $25,000 for a federal program that is not audited as a 
major program. 

Questioned costs 

The Uniform Guidance defines questioned costs as costs questioned by the auditor because 
of an audit finding 

 that resulted from a violation or possible violation of a statute, regulation, or the terms 
and conditions of a federal award, including funds used to match federal funds; 

 where the costs, at the time of the audit, are not supported by adequate documentation; or 
 where the costs incurred appear unreasonable and do not reflect the actions that a 

prudent person would take in the circumstances. 

In the compliance audit, some instances of noncompliance cannot be quantified. The auditor’s 

responsibility for reporting such audit findings can best be described through an example. Assume that 

the auditor is auditing a pass-through entity that consistently fails to monitor the activities of its 

subrecipients as necessary to ensure that the subaward is used for authorized purposes. The Uniform 

Guidance requires the auditor to consider material noncompliance in relation to a type of compliance 

requirement identified in the Compliance Supplement. In this example, subrecipient monitoring is the 
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relevant type of compliance requirement. Because the pass-through entity failed to monitor the activity of 

its subrecipients, this noncompliance would likely be material in relation to the compliance requirement 

of subrecipient monitoring and, therefore, should be reported as an audit finding. This would be the case 

even if it is found that the subrecipient actually complied with the terms and conditions of the subaward 

and achieved performance goals. In addition, the auditor also should consider whether significant 

deficiencies or material weaknesses in internal control over compliance exist that require reporting with 

respect to subrecipient monitoring. In the example provided, when there is a consistent failure to monitor 

subrecipients that would likely be the case. 

The auditor should not assume that an instance of fraud or error is an isolated occurrence and, 
therefore, should consider how the detection of such noncompliance affects the assessed 
risks of material noncompliance. 

Before the conclusion of the audit, the auditor should evaluate whether audit risk of noncompliance has 

been reduced to an appropriately low level and whether the nature, timing, and extent of the audit 

procedures need to be reconsidered. The auditor should conclude whether sufficient appropriate audit 

evidence has been obtained to reduce to an appropriately low level the risks of material noncompliance 

with compliance requirements. 

Evaluating the results of testing 

The auditor should decide whether discovered noncompliance is material, either individually or when 

aggregated with other noncompliance findings, in relation to the particular major program as a whole. If 

the auditor determines the noncompliance is material to the major program as a whole, the auditor would 

express a qualified or adverse opinion on compliance with respect to the particular major program. 

  Exhibit 7-1 Auditing compliance with laws and regulations 

GAAS 

Procedures performed 

Testing of compliance with laws and regulations in accordance with AU-C section 250, 
Consideration of Laws and Regulations in an Audit of Financial Statements, and AU-C section 
240, Consideration of Fraud in a Financial Statement Audit. 

Reporting 

Opinion on financial statements. 
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  Exhibit 7-1 Auditing compliance with laws and regulations (continued) 

GAGAS 

Procedures performed 

Auditors should extend the AICPA requirements pertaining to the auditor’s responsibilities for 
laws and regulations to the consideration of compliance with provisions of contracts or grant 
agreements. 

Reporting 

Report on Internal Control over Financial Reporting and on Compliance and Other Matters 
Based on an Audit of Financial Statements Performed in Accordance with Government 
Auditing Standards. 

Uniform Guidance 

Procedures performed 

Major programs—Test compliance requirements that may have a direct and material effect 
on each major federal program. 

Reporting 

Report on Compliance For Each Major Federal Program; Report on Internal Control Over 
Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 
Uniform Guidance. 

Documentation of compliance testing 

When testing the 12 types of compliance requirements for each major program, the auditor should 

document the following, among other matters: 

 Compliance requirements which are direct and material to the major program 
 Reasons a compliance requirement does not apply to the major program (“N/A” is not sufficient.) 
 The bases for selection of tests to be performed 
 The results of the tests 
 The conclusions or opinions reached 
 Findings identified and the required elements of the finding 

Audit follow-up 

Under 2 CFR 200.514(e), the auditor has the following responsibilities related to audit follow-up: 

 Follow up on prior audit findings. 
 Assess the reasonableness of the auditee’s summary schedule of prior audit findings. 
 Report as a current audit finding when the auditor concludes that the summary schedule of prior 

audit findings materially misstates the status of any prior audit finding. 
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The auditor must perform audit follow-up procedures on a prior audit finding regardless of whether it 

relates to a major program in the current year. Inquiry alone would ordinarily be insufficient to determine 

that an audit finding has been satisfactorily resolved. 

Representation letter 

When conducting an audit in accordance with the Uniform Guidance, auditors should obtain written 

representations from management about matters related to federal awards. Therefore, in addition to 

management representations obtained in the audit of financial statements, representations should be 

obtained regarding the identification and completeness of federal award programs, compliance with 

compliance requirements, and identification of known instances of noncompliance. 

Suggested representations include the following: 

 Management is responsible for complying, and has complied, with the requirements of the Uniform 

Guidance. 

 Management has identified and disclosed all of its government programs and related activities 

subject to the Uniform Guidance compliance audit. 

 Management is responsible for establishing and maintaining, and has established and maintained, 

effective internal control over compliance for federal programs that provides reasonable assurance 

that the auditee is managing federal awards in compliance with federal statutes, regulations, and the 

terms and conditions of federal awards that could have a material effect on its federal programs. 

 Management is responsible for understanding and complying with the requirements of federal 

statutes, regulations, and the terms and conditions of federal awards related to each of its federal 

programs. 

 Management has identified and disclosed to the auditor the requirements of federal statutes, 

regulations, and the terms and conditions of federal awards that are considered to have a direct and 

material effect on each major program. 

 Management has provided to the auditor its interpretations of any compliance requirements that are 

subject to varying interpretations. 

 Management has made available all federal awards (including amendments, if any) and any other 

correspondence relevant to federal programs and related activities that have taken place with federal 

agencies or pass-through entities. 

 Management has identified and disclosed to the auditor all amounts questioned and all known 

noncompliance with the direct and material compliance requirements of federal awards or stated 

that there was no such noncompliance. 
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Suggested representations include the following: (continued) 

 Management has charged costs to federal awards in accordance with applicable cost principles. 

 Management has made available all documentation related to compliance with the direct and 

material compliance requirements, including information related to federal program financial reports 

and claims for advances and reimbursements. 

 Federal program financial reports and claims for advances and reimbursements are supported by 

the books and records from which the basic financial statements have been prepared. 

 The copies of federal program financial reports provided to the auditor are true copies of the reports 

submitted, or electronically transmitted, to the federal agency or pass-through entity, as applicable. 

 If applicable, management has monitored subrecipients to determine that they have expended pass-

through assistance in accordance with applicable federal statutes, regulations, and the terms and 

conditions of federal awards and have met other pass-through entity requirements of the Uniform 

Guidance. 

 If applicable, management has considered the results of subrecipient audits and has made any 

necessary adjustments to the auditee’s own books and records. 

 If applicable, management has issued management decisions for audit findings that relate to federal 

awards it makes to subrecipients and that such management decisions are issued within six months 

of acceptance of the audit report by the Federal Audit Clearinghouse. Additionally, management has 

followed-up, ensuring that the subrecipient takes timely and appropriate action on all deficiencies 

detected through audits, on-site reviews, and other means that pertain to the federal award provided 

to the subrecipient from the pass-through entity. 

 Management is responsible for and has accurately prepared the summary schedule of prior audit 

findings to include all findings required to be included by the Uniform Guidance. 

 Management has provided the auditor with all information on the status of the follow-up on prior 

audit findings by federal awarding agencies and pass-through entities, including all management 

decisions. 

 Management has accurately completed the appropriate sections of the data collection form. 

 If applicable, management has disclosed all contracts or other agreements with service 

organizations. 

 If applicable, management has disclosed to the auditor all communications from service 

organizations relating to noncompliance at those organizations. 

 Management has disclosed all known noncompliance with direct and material compliance 

requirements occurring subsequent to the period covered by the auditor’s report or stated that there 

were no such known instances. 
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Suggested representations include the following: (continued) 

 Management has disclosed whether any changes in internal control over compliance or other 

factors that might significantly affect internal control, including any corrective action taken by 

management with regard to significant deficiencies or material weaknesses in internal control over 

compliance have occurred subsequent to the date as of which compliance is audited. 

 Management believes that the auditee has complied with the direct and material compliance 

requirements (except for noncompliance it has disclosed to the auditor). 

 Management has disclosed to the auditor any communications from federal awarding agencies and 

pass-through entities concerning possible noncompliance with the direct and material compliance 

requirements, including communications received from the end of the period covered by the 

compliance audit to the date of the auditor’s report. 

 Management has disclosed to the auditor the findings received and related corrective actions taken 

for previous audits, attestation engagements, and internal or external monitoring that directly relate 

to the objectives of the compliance audit, including findings received and corrective actions taken 

from the end of the period covered by the compliance audit to the date of the auditor’s report. 

 Management is responsible for taking corrective action on audit findings of the compliance audit 

and has developed a corrective plan that meets the requirements of the Uniform Guidance. 

 Management has disclosed the nature of any subsequent events that provide additional evidence 

with respect to conditions that existed at the end of the reporting period that affect noncompliance 

during the reporting period. 

 The reporting package does not include protected personally identifiable information.  

 

Audit quality issues relating to testing compliance 

An ongoing audit quality issue related to testing compliance is that the auditor did not obtain sufficient 

competent evidential matter to support the opinion on major federal programs. The most frequently seen 

problems concern the following: 

 Insufficient testing of compliance requirements 
 Use of out-of-date work programs or disclosure checklists 
 Improper use of dual purpose testing; inadequately designed procedures to meet compliance 

requirements 
 Lack of an understanding of the difference between internal control and compliance testing 
 Inappropriate or unsupported sample sizes 
 Inadequate documentation of procedures performed 
 Failure to use or customize an audit program 
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Knowledge check 

3. As part of the Uniform Guidance compliance audit, the auditor has certain responsibilities related to 
audit follow-up. Which statement related to the auditor’s responsibilities is not accurate? 

a. The auditor is required to follow up on prior audit findings. 
b. The auditor is required to follow up on a prior audit finding only if it relates to a current year 

major program. 
c. The auditor is required to assess the reasonableness of the summary schedule of prior audit 

findings. 
d. The auditor must report as a current audit finding when the auditor concludes that the 

summary schedule of prior audit findings materially misstates the status of any prior audit 
finding. 
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 Practice questions 
1. What steps would you take to identify the compliance requirements to test for a major program when 

the program is not included in the Compliance Supplement? 

2. List some of the items required to be documented in an audit of federal awards. 
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Chapter 8  

Compliance Audit Reporting 

Learning objectives 

 Identify the reporting requirements of the Uniform Guidance. 

 Recognize the required content of the schedule of findings and questioned costs. 

 Differentiate the types of findings. 

 Identify the elements of a finding. 

 Determine the reporting required to be submitted to the Federal Audit Clearinghouse. 

Introduction 

This chapter provides information regarding the reporting requirements of the single audit, including the 

reporting of findings. 
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Reporting in a compliance audit 
The auditor’s reporting responsibilities in a single audit are driven by three levels of auditing standards 

and requirements: 

 generally accepted auditing standards (GAAS), 
 generally accepted government auditing standards (GAGAS), and 
 Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost 

Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

These standards and requirements expand the level of auditor responsibility from reporting on an 

auditee’s financial statements to also reporting on internal control and on compliance. Furthermore, the 

auditor has additional reporting responsibilities under the Uniform Guidance for the compliance audit 

applicable to major programs. This chapter discusses the additional reporting required by the Uniform 

Guidance, that is, the reporting on compliance and internal control over compliance for each major 

program and the schedule of findings and questioned costs. This chapter also covers reporting to the 

Federal Audit Clearinghouse (FAC). 
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Audit reporting 
The Uniform Guidance states that the auditor’s reports must include the following: 

 An opinion (or disclaimer of opinion) as to whether the financial statements are presented fairly in all 
material respects in conformity with generally accepted accounting principles and an opinion (or 
disclaimer of opinion) as to whether the schedule of expenditures of federal awards is presented 
fairly in all material respects in relation to the financial statements as a whole. 

 A report on internal control over financial reporting and compliance with provisions of laws, 
regulations, contracts, and award agreements, noncompliance with which could have a material 
effect on the financial statements. This report must describe the scope of testing of internal control 
and compliance and the results of the tests and, where applicable, refer to the separate schedule of 
findings and questioned costs. 

 A report on compliance for each major program and report on internal control over compliance. This 
report must describe the scope of testing of internal control over compliance, include an opinion (or 
disclaimer of opinion) as to whether the auditee complied with federal statutes, regulations, and the 
terms and conditions of federal awards which could have a direct and material effect on each major 
program, and where applicable, refer to the separate schedule of findings and questioned costs. 

 A schedule of findings and questioned costs. 

Recommended auditor’s reports 

The Uniform Guidance states that the auditor’s report(s) may be in the form of either combined or 

separate reports and may be organized differently from the manner presented in the Uniform Guidance. 

Although not the only alternative, the AICPA Audit Guide Government Auditing Standards and Single Audits 

recommends that the reports presented in appendix B of this course be issued in a single audit. 

  Exhibit 8-1 Recommended reporting in single audits 

 Required by 

Report GAAS GAGAS The Uniform 

Guidance 

Opinion (or disclaimer of opinion) on financial 
statements and in-relation-to opinion on a 
supplementary schedule of expenditures of 
federal awards (SEFA) 

X X X 

Report on internal control over financial 
reporting and on compliance and other 
matters based on an audit of financial 
statements 

 X X 
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  Exhibit 8-1 Recommended reporting in single audits (continued) 

 Required by 

Report GAAS GAGAS The Uniform 

Guidance 

Report on compliance and internal control over 
compliance applicable to each major program 
(this report includes separate opinions [or 
disclaimers of opinion] on each major 
program’s compliance with compliance 
requirements) 

  X 

Schedule of findings and questioned costs   X 
 

Appendix B of this course contains examples of the report on compliance with requirements that could have 

a direct and material effect on each major federal program and on internal control over compliance in various 

circumstances, and a schedule of findings and questioned costs. Appendix 8A presents the basic elements of 

the auditor’s standard report on compliance with requirements that could have a direct and material effect on 

each major program and on internal control over compliance in accordance with the Uniform Guidance. It is 

based on content found in the Audit Guide Government Auditing Standards and Single Audits. 

Schedule of findings and questioned costs 

The schedule of findings and questioned costs is a required reporting in a Uniform Guidance compliance 

audit. It consists of three sections, as follows: 

1. A summary of the auditor’s results, which must include the following: 

a. The type of report the auditor issued on the whether the financial statements of the 
auditee were prepared in accordance with GAAP (unmodified opinion, qualified opinion, 
adverse opinion, or disclaimer of opinion) 

b. Where applicable, a statement about whether significant deficiencies or material 
weaknesses in internal control were disclosed by the audit of the financial statements 

c. A statement about whether the audit disclosed any noncompliance that is material to 
the financial statements of the auditee 

d. Where applicable, a statement about whether significant deficiencies or material 
weaknesses in internal control over major programs were disclosed by the audit 

e. The type of report the auditor issued on compliance for major programs (unmodified 
opinion, qualified opinion, adverse opinion, or disclaimer of opinion) 

f. A statement as to whether the audit disclosed any audit findings that the auditor is 
required to report under the Uniform Guidance 

g. Identification of major programs (for clusters, the cluster name) 
h. The dollar threshold used to distinguish type A and type B programs 
i. A statement as to whether the auditee qualified as a low-risk auditee 
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2. Findings related to the financial statements which are required to be reported in 
accordance with GAGAS 

3. Findings and questioned costs for federal awards, which must include the following audit 
findings as defined in 2 CFR 200.516: 

a. Audit findings (for example, internal control findings, compliance findings, questioned 
costs, or fraud) that relate to the same issue must be presented as one finding. Where 
practical, audit findings should (recommended approach) be organized by federal 
agency or pass-through entity. 

b. Audit findings that relate to both the financial statements and the federal awards must be 
reported in both sections of the schedule. However, the reporting in one section of the 
schedule may be in summary form, with a reference to a detailed reporting in the other 
section of the schedule. 

c. The auditor is required to issue a schedule of findings and questioned costs for every 
Uniform Guidance compliance audit, regardless of whether any findings or questioned 
costs are identified. That is because the Uniform Guidance requires that one section of 
the schedule summarize the audit results. If there are no findings or questioned costs, 
the auditor is required to prepare the summary of auditor’s results section of the 
schedule and either omit the other sections or include them, indicating that no matters 
were reported. 

Protected personally identifiable information 

Auditees and auditors must ensure that their respective parts of the reporting package do not include 

protected personally identifiable information (PII). As it relates to auditors, this would include ensuring 

that the findings described in the schedule of findings and questioned costs and the auditor’s reports do 

not include protected PII. Protected PII means an individual’s first name or first initial and last name in 

combination with any one or more other types of information, including, but not limited to, Social Security 

number; passport number; credit card numbers; clearances; bank numbers; biometrics; date and place of 

birth; mother’s maiden name; criminal, medical and financial records; and educational transcripts. This 

does not include PII that is required by law to be disclosed. 

Audit findings 

Under 2 CFR 200.516, the auditor must report the following as audit findings in the schedule of findings 

and questioned costs: 

1. Significant deficiencies and material weaknesses in internal control over major programs and 
significant instances of abuse relating to major programs. The auditor’s determination of whether a 
deficiency in internal control is a significant deficiency or material weakness for the purpose of 
reporting an audit finding is in relation to a type of compliance requirement for a major program 
identified in the Compliance Supplement. 
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2. Material noncompliance with the provisions of federal statutes, regulations, and the terms and 
conditions of federal awards related to a major program. The auditor’s determination of whether an 
instance of noncompliance with the provisions of federal statutes, regulations, or the terms and 
conditions of the federal award is material for the purpose of reporting an audit finding is in relation 
to a type of compliance requirement for a major program identified in the Compliance Supplement. 

3. Known questioned costs which are greater than $25,000 for a type of compliance requirement for a 
major program. Known questioned costs are those specifically identified by the auditor. In evaluating 
the effect of questioned costs on the opinion on compliance, the auditor considers the best estimate 
of total costs questioned (likely questioned costs), not just the questioned costs specifically identified 
(known questioned costs). The auditor must also report known questioned costs (even when less 
than $25,000) when likely questioned costs are greater than $25,000 for a type of compliance 
requirement for a major program. In reporting questioned costs, the auditor must include information 
to provide proper perspective for judging the prevalence and consequences of the questioned costs. 

4. Known questioned costs which are greater than $25,000 for a federal program which is not audited as 
a major program. Except for audit follow-up, the auditor is not required to perform audit procedures 
for such a federal program; therefore, the auditor will normally not find questioned costs for a 
program which is not audited as a major program. However, if the auditor does become aware of 
questioned costs for a federal program which is not audited as a major program (such as part of 
audit follow-up or other audit procedures), and the known questioned costs are greater than $25,000, 
then the auditor must report this as an audit finding. 

5. The circumstances concerning why the auditor’s report on compliance for major programs is other 
than an unmodified opinion (unless such circumstances are otherwise reported as audit findings in 
the schedule of findings and questioned costs for federal awards). 

6. Known or likely fraud affecting a federal award (unless such fraud is otherwise reported as an audit 
finding in the schedule of findings and questioned costs for federal awards). The auditor is not 
required to publicly report information that could compromise investigative or legal proceedings or 
make an additional reporting when the auditor confirms that the fraud was reported outside of the 
auditor’s reports under the direct reporting requirements of GAGAS. 

7. Instances in which the results of audit follow-up procedures disclosed that the summary schedule of 
prior audit findings prepared by the auditee in accordance with the Uniform Guidance materially 
misrepresents the status of any prior audit finding. 

Elements of a finding 

The Uniform Guidance notes that audit findings must be presented in sufficient detail for the auditee to 

prepare a corrective action plan and take corrective action and for federal agencies and pass-through 

entities to arrive at a management decision. Specific information on audit finding detail that must be 

included in a finding is found in 2 CFR 200.517(b). This information is presented in the following table. 
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Specific information to be included, as applicable,  

in audit findings per the Uniform Guidance 

1. Identification of the federal program and specific federal award, including 

a. the Catalog of Federal Domestic Assistance (CFDA) title and number, 
b. the federal award identification number and year, 
c. the name of the federal agency, and 
d. the name of the applicable pass-through entity. 

When information such as the CFDA title and number or the federal award identification 
number is not available, the auditor must provide the best information available to describe 
the federal award. 

2. The criteria or specific requirement upon which the audit finding is based, including the federal 
statutes, regulations, or the terms and conditions of the federal awards. 

3. The condition found, including facts that support the deficiency identified in the audit finding. 

4. A statement of cause that identifies the reason or explanation for the condition or the factors 
responsible for the difference between the situation that exists (condition) and the required or 
desired state (criteria), which may also serve as a basis for recommendations for corrective 
action. 

5. The possible asserted effect to provide sufficient information to the auditee and federal 
agency, or pass-through entity in the case of a subrecipient, to permit the determination of the 
cause and effect to facilitate prompt and proper corrective action. A statement of the effect or 
potential effect should provide a clear, logical link to establish the impact or potential impact 
of the difference between the condition and the criteria. 

6. Identification of questioned costs and how they were computed. Known questioned costs 
must be identified by applicable CFDA number(s) and applicable federal award identification 
number(s). 

7. Information to provide a proper perspective for judging the prevalence and consequences of 
the audit findings (for example, whether the audit findings represent an isolated instance or a 
systemic problem). When appropriate, the instances identified must be related to the universe 
and the number of cases examined and be quantified in terms of the dollar value. The auditor 
should (recommended approach) report whether the sampling was a statistically valid 
sample. 

8. Identification of whether the audit finding was a repeat of a finding in the immediately prior 
audit and, if so, any applicable prior year audit finding numbers. 

9. Recommendations to prevent future occurrences of the deficiency identified in the audit 
finding. 

10. Views of responsible officials of the auditee. 

Each audit finding in the schedule of findings and questioned costs must include a reference number in 
the format meeting the requirements of the data collection form submission to allow for easy 
referencing of the audit findings during follow-up. 
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Knowledge check 

1. The summary of auditor’s results section of the schedule of findings and questioned costs does not 
include 

a. The type of report the auditor issued on the financial statements. 
b. Identification of major federal and state programs. 
c. A statement about whether the auditee qualified as a low-risk auditee. 
d. The dollar threshold used to distinguish type A and type B programs. 

2. The Uniform Guidance requires that the auditor report certain audit findings in the schedule of 
findings and questioned costs. Which is not a finding required to be included in auditor reporting? 

a. Known questioned costs that are greater than $25,000 for a federal program that is not 
audited as a major program. 

b. Significant deficiencies related to internal control over compliance for a major program. 
c. Known questioned costs when likely questioned costs are greater than $10,000. 
d. Findings resulting from the auditee’s summary schedule of prior findings being materially 

misstated. 

3. The Uniform Guidance requires certain information be included in an audit finding to identify the 
federal program that incurred the finding. What information is not required to be included in 
identifying the finding? 

a. The federal award identification number and year. 
b. The name of the federal agency who awarded the grant. 
c. The name of the granting agency’s coordinator. 
d. The CFDA number and title. 
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Data collection form 
The Uniform Guidance requires that a data collection form (SF-SAC) be prepared and submitted 

electronically by the auditee. The SF-SAC contains 

 general information about the auditee and auditor, 
 information about the auditee’s federal programs, 
 summary information about the results of the audits of the financial statements and federal 

programs, and 
 information about the findings reported by the auditor. 

The form is accessed and completed online at the FAC website at https://harvester.census.gov/facweb/. 

Both the auditor and auditee are required to complete certain sections of the form. After the data 

collection form is completed and the reporting package is uploaded to the FAC website, certification by 

the auditee and a signature by the auditor on the auditor statement completes the submission. The 

auditee must submit Form SF-SAC and the reporting package within the earlier of 30 days after the 

receipt of the auditor’s reports or nine months after the end of the audit period. Each audit finding in the 

schedule of findings and questioned costs must include a reference number in the format specified in the 

instructions. 

Caution! Failure of an auditee to submit the Data Collection Form by the deadline results in the 
entity not qualifying to be a low risk auditee in the subsequent year, thereby requiring the 
auditor to obtain increased audit coverage. 

 

  

https://harvester.census.gov/facweb/
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Reporting package 

The reporting package that is required to be submitted with the data collection form must include the 

following: 

The Uniform Guidance requires auditees to keep one copy of the data collection form and the reporting 

package on file for three years from the date of submission to the FAC. 

Summary schedule of prior audit findings and corrective action plan 

The auditee is responsible for follow-up and corrective action on all audit findings. As part of this 

responsibility the auditee must prepare a summary schedule of prior audit findings. The auditee must 

also prepare a corrective action plan for current year audit findings. These documents are part of the 

reporting package submitted to the FAC. 

The summary schedule of prior audit findings must report the status of all audit findings 
included in the prior audit’s schedule of findings and questioned costs, including findings 
required to be reported under GAGAS. 

 

Financial 
statements, 
including the 
schedule of 
expenditures of 
federal awards 
(prepared by 
the auditee) 

Auditor’s reports 
required by the 
Uniform Guidance 
(which includes 
the schedule of 
findings and 
questioned costs) 

Summary 
schedule of prior 
audit findings 
(prepared by the 
auditee) 

Corrective 
action  plan 
(prepared by the 
auditee) 
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The schedule must also include audit findings reported in the prior audit’s summary schedule of prior 

audit findings unless those audit findings were listed as corrected, no longer valid, or not warranting 

further action. 

Although the Uniform Guidance states that the summary schedule of prior audit findings must be 

prepared by the auditee, it does not specify that it be included in a document separate from the auditors’ 

findings. Diversity in presentation has resulted in federal agencies and other users of the report to 

question who prepared the information. Therefore, it is recommended that, similar to the corrective 

action plan, the summary schedule of prior audit findings be placed on letterhead and included separately 

in the reporting package. 

When audit findings have been fully corrected, the schedule need only list the audit findings and state 

that corrective action was taken. When audit findings were not corrected, or were only partially corrected, 

the schedule must describe the reasons for the audit finding’s recurrence and planned corrective action 

and any partial corrective action taken. When corrective action is taken that is significantly different from 

corrective action previously reported in a corrective action plan or in the federal agency’s or pass-through 

entity’s management decision, the schedule must provide an explanation. The Uniform Guidance 

provides guidance for the auditee when the auditee believes a finding is no longer valid or warrants 

further action. 

At the end of the audit, the auditee must prepare a corrective action plan to address each audit finding 

included in the current year auditor’s report. The corrective action plan is required to be on the auditee’s 

letterhead. This includes findings relating to the financial statements required to be reported in 

accordance with GAGAS. The corrective action plan must provide 

 the name(s) of the contact person(s) responsible for corrective action, 
 the corrective action planned for each audit finding (referred to by the auditor-assigned reference 

number), and 
 the anticipated completion date. 

If the auditee does not agree with the audit findings, or believes corrective action is not required, the 

corrective action plan must contain an explanation and specific reasons why the auditee disagrees. 

Both the summary schedule of prior audit findings and corrective action plan must include the 
reference number assigned by the auditor to a finding. 

 

Although the auditee is responsible for follow-up and corrective actions on all findings, the 
auditor has the responsibility for ensuring that the status reported by the auditee on the 
Schedule of Prior Audit Findings is materially accurate. Based on the nature of the finding, 
this may involve the auditor performing auditing procedures to ensure that actions taken by 
the auditees have satisfactorily resolved the finding as reported. 
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FAC responsibilities 

The FAC must 

 make the reporting packages received available to the public, except for Indian tribes exercising the 
option to not allow the FAC to make their reporting packages available; 

 maintain a data base of completed audits; 
 provide appropriate information to federal agencies, and 
 follow up with known auditees that have not submitted the required data collection forms and 

reporting packages. 

Access to audit documentation 

Audit documentation must be made available on request to the cognizant or oversight audit agency or its 

designee, a federal agency providing direct or indirect funding, or GAO at the completion of the audit. 

Access to audit documentation includes the right of federal agencies to obtain copies, as necessary. 

Knowledge check 

4. Which element is not required to be included in the corrective action plan? 

a. An explanation of why the finding occurred. 
b. The anticipated date that corrective action will be completed. 
c. The auditor-assigned reference number. 
d. The name of the person responsible for the corrective action. 

5. The data collection form and reporting package must be submitted to the FAC 

a. In hard copy by the auditor. 
b. By the auditee via registered mail. 
c. Electronically by the auditor, with a copy sent via registered mail by the auditee. 
d. Electronically by the auditee. 

Audit quality issues related to reporting 

Audit quality issues found related to reporting include the following: 

 The auditor did not properly date the audit report. This usually occurs because the auditor reissued 
the report as a result of additional disclosures or audit procedures but did not dual-date or re-date the 
report. However, there have also been instances in which the auditor dated the report before 
obtaining sufficient evidence. 

 The auditor’s report did not contain an appropriate indication of the character of the examination and 
the degree of responsibility taken with respect to the required supplementary information or 
supplementary information accompanying the basic financial statements other than with respect to 
the SEFA. 
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 The auditor did not report audit findings in the schedule of findings and questioned costs with all of 
the required elements, and/or the specific federal award identification including CFDA number and/or 
the name of the federal agency, and/or reference number or any other required component of a 
finding. 

 Auditors did not comply with AU-C section 265, Communicating Internal Control-Related Matters 
Identified in an Audit, in wording their reports. The definitions of control deficiencies, significant 
deficiencies, and material weaknesses followed language in superseded guidance. This problem is 
frequent despite the age of the guidance. All AU-C sections can be found in AICPA Professional 
Standards. 

 The auditor’s Yellow Book report failed to describe the auditor’s departure from the standard 
unmodified opinion on the financial statements. 

 The auditor’s opinions, including the reports required under Government Auditing Standards (Yellow 
Book) and the Single Audit Act Amendments of 1996, omitted required wording. 
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Practice questions and case study 
1. What is the difference between the compliance reporting requirements of GAGAS and those of the 

Uniform Guidance? 

 

 

 

2. Read over the following statements, indicate which of the listed elements of a finding the statement 
illustrates, and be prepared to support your answers. Classify as A-condition; B-criteria; C-effect;  
D-cause; or E-recommendation. 

  a. A HUD Low-Rent Public Housing Grant requires the recipient to submit required  

  reports within 90 days of the program’s year-end. 

  b. Current internal control procedures do not ensure that the appropriate     

  information will be accumulated and the proper reports prepared and submitted to 

  HUD within the required 90 days. 

  c. The food stamp benefit was calculated to be $110,000 greater than the amount  

  the state calculated. 

  d. Reimbursements received were not deducted from the appropriate expenditure  

  accounts when the expenditure claims were being prepared. This resulted in an  

  over claimed amount of $50,000. This statement has been included in the total  

  amount due back to the state. 

  e. Costs charged to the grant program must be net of all applicable credits, such as   

  volume or cash discounts, refunds, rental income, trade-in, scrap sales, and the  like. 

  f. Expenditures charged to a grant program must be properly supported by underlying  

  documentation and must be correct as to program, account, amount, and period. 

  g. The entity has not developed a system for monitoring applicable contracts with  

  respect to payment of prevailing wages. 

  Case study–Finding 2019-001 

Description 

Read over the following case. Analyze and identify, in the case margins, the following 
elements of a finding: criteria, condition, effect, and cause. Prepare a written 
recommendation, if appropriate. 

Finding Number 2019-001 (USDA) 

Program Name: Emergency Food Assistance Program 
CFDA #: 10.569 
Award Number: 2018-000-001 
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  Case study–Finding 2019-001 (continued) 

As part of the audit over the entity’s grant for the USDA Emergency Food Assistance 
Program, we examined the entity’s distributing procedures and inspected its files to 
determine whether the foods were distributed only to eligible persons. 

The federal administrative requirements state that fiscal control and accounting procedures 
must 

1. “permit preparation of reports required by this part and the statutes authorizing the grant, 
and 

2. permit the tracing of funds to a level of expenditures adequate to establish that such 
funds have not been used in violation of the restrictions and prohibitions of applicable 
statutes.” 

Also, except as otherwise required, records must be retained for a period of three years. The 
total value of food distribution for the period was $1m. 

We found that food requisitions that were used as receiving reports were erroneously 
discarded. Copies of the discarded requisitions were obtained from the units during the audit 
process. The following errors were detected in a sample of 50 distributions: 

 There was no documentation to support the receipt of USDA Food Distribution by the 
various distribution units because 31 of 50 requisitions (used as receiving reports) were 
not signed as being received by the unit. As a result, we question costs in the amount of 
$206,350.37. 

The entity was unable to locate two requisitions (used as receiving reports) that were in our 
sample. We question the costs in the amount of $252.48 for the two requisitions not 
available for examination. The entity’s policies and procedures did not address how long food 
requisitions were to be maintained. The policies and procedures did require that requisitions 
used as receiving reports be signed, but entity staff did not sign them. 

As a result, the entity has no assurance that food was being received by the distribution units 
and wasn’t being diverted for unauthorized purposes. 

We consider these deficiencies to be material weakness in internal control over compliance. 
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Appendix A 

 

This appendix is required reading for CPE credit. 
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The information in this appendix is derived from content in the AICPA 2018 Audit Guide 
Government Auditing Standards and Single Audits. It illustrates the basic elements to include 
when reporting on compliance for each major program and on internal control over compliance 
in a Uniform Guidance compliance audit. The report content will need to be revised for a number 
of situations, and auditors may tailor the reporting based on the auditor’s understanding of the 
intended purpose of the reports and the specific auditee facts and circumstances. Care is 
needed by auditors when issuing reports to ensure that they meet all the varying reporting 
requirements of GAAS, Government Auditing Standards, and the Uniform Guidance. 

Note: The elements provided in this section are limited to the elements for situations when 
the auditor is expressing an unmodified opinion or qualified opinion on compliance, or both. 
Additionally, the order of the elements of report requirements shown is not the proper order 
for all reporting circumstances. Refer to specific report illustrations in appendix B of this 
course for illustrations of other types of reporting (for example, an adverse opinion) and the 
typical ordering of the required elements in a particular reporting circumstance.  

Report on Compliance for Each Major Program, Report on Internal Control Over Compliance and Report on 

the Schedule of Expenditures of Federal Awards Required by the Uniform Guidance for Federal Awards 

The basic elements of the auditor’s standard report on compliance with requirements that could have a 
direct and material effect on each major program and on internal control over compliance  

1 in accordance 
with the Uniform Guidance are in the following listing. Examples 13-1–13-6 in the appendix of this 
chapter illustrate that report: 

a. A title that includes the word independent 
b. An addressee appropriate for the circumstances of the engagement 
c. A section titled “Report on Compliance for Each Major Federal Program” 
d. An introductory paragraph that includes the following: 

i.  A statement that the auditor has audited the auditee’s compliance with the types of 

compliance requirements described in the OMB Compliance Supplement (Compliance 

Supplement) that could have a direct and material effect on each of its major federal 

programs 

ii.  Identification of the period covered by the report 

iii.  A statement that the auditee’s major federal programs are identified in the summary 

of auditor’s results section of the accompanying schedule of findings and questioned 

costs. (See paragraph 13.35.) 

e. A subheading titled “Management’s Responsibility” that includes a statement that 
compliance with the requirements of federal statutes, regulations, and the terms and 
conditions of federal awards is the responsibility of the auditee’s management. 

                                                        
1 

In a particular single audit engagement, some controls may involve both internal control over financial reporting 
and internal control over compliance and, thus, be relevant to both the audit of the financial statements and the 
audit of compliance. When this occurs, those controls would be encompassed in both internal control reports.  
2 CFR 200.515 provides guidance on reporting findings involving significant deficiencies and material weaknesses 
in internal control in such a circumstance as discussed in paragraph 13.35c. 
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f. A subheading titled “Auditor’s Responsibility” that includes the following: 
i. A statement that the auditor’s responsibility is to express an opinion on 

compliance for each of the entity’s major federal programs based on the audit of 
the types of compliance requirements. 

ii. A statement that the compliance audit was conducted in accordance with auditing 
standards generally accepted in the United States of America,  

2 the standards 
applicable to financial audits contained in Government Auditing Standards issued 
by the Comptroller General of the United States  

3 and the audit requirements of 
Title 2 U.S. CFR Part 200, Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards. 

iii. A statement that those standards and the Uniform Guidance require that the 
auditor plan and perform the audit to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements that could have a 
direct and material effect on a major federal program occurred. 

iv. A statement that an audit includes examining, on a test basis, evidence about the 
entity’s compliance with those requirements and performing such other 
procedures as the auditor considered necessary in the circumstances. 

v. A statement that the auditor believes that the compliance audit provides a 
reasonable basis for the auditor’s opinion. 

vi. A statement that the compliance audit does not provide a legal determination of 
the auditee’s compliance with those requirements. 

g. When the auditor is expressing an unmodified opinion on all major programs, a 
subheading titled “Opinion on Each Major Federal Program” that contains a statement that 
in the auditor’s opinion the entity complied, in all material respects, with the types of 
compliance requirements that could have a direct and material effect on each of its major 
federal programs for the year ended [specify date].  

h. If instances of noncompliance for a major program are noted that result in an opinion 
qualification, a subheading titled, “Basis for Qualified Opinion on [Name of Major Federal 
Program]” that includes the following (See item i for modifications needed for situations 
when one or more major programs receive a qualified opinion.): 

i. A statement that, as described in the accompanying schedule of findings and 
questioned costs, the auditee did not comply with requirements regarding [identify 
the major federal program and associated finding number(s) matched to the type(s) 
of compliance requirements]. 

4  
ii. A statement that compliance with such requirements is necessary, in the auditor’s 

opinion, for the auditee to comply with the requirements applicable to the 
program(s). 

i. If instances of noncompliance are noted that result in an opinion qualification for one or 
more major programs, a subheading with an appropriate title (for example, “Qualified 

                                                        
2 

See the discussion beginning in paragraph 13.23 for information on report modifications due to a scope limitation. 
3 

The standards and guidance applicable to financial audits are found in chapters 1–4 of Government Auditing 
Standards. 
4 

This statement links the instances of noncompliance to the associated finding numbers and type of compliance 
requirement. Similar information is entered on the data collection form and the Federal Audit Clearinghouse (FAC) 
has issued a frequently asked question (FAQ) with guidance on how this should be accomplished. It notes that, in 
most cases, there will only be one (primary) type of compliance requirement entered on the data collection form for 
a finding and that the auditor should identify the type of compliance requirement the auditor was testing which 
generated the finding. It also states that the option to report more than one type of compliance requirement can be 
exercised if the auditor tested more than one type of compliance requirement at the same time. 
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Opinion on [Name of Major Federal Program]”) that includes the auditor’s opinion on 
whether the auditee complied, in all material respects, with the types of compliance 
requirements that could have a direct and material effect on each of its major federal 
programs. 

[Note: If instances of noncompliance are noted that result in an opinion qualification 
on one or more major programs, but there are other major programs receiving an 
unmodified opinion, the subheading to the opinion paragraph relating to the 
unmodified opinion(s) (see item g) may be modified to “Unmodified Opinion on Each 
of the Other Major Federal Programs” to be more clear about the programs 
receiving an unmodified opinion.] 

j. If other noncompliance is identified that does not result in a modified opinion but that is 
required to be reported in accordance with the Uniform Guidance, a subheading titled 
“Other Matters” containing the following: 

i. A reference to the schedule of findings and questioned costs in which the 
instances of noncompliance are described, including the reference number(s) of 
the finding(s).  

5  
ii. a statement that the auditor’s opinion on each major federal program is not 

modified with respect to the matters. 
k. A section heading “Report on Internal Control Over Compliance” that includes the 

following statements and definitions: 
i. A statement that the auditee’s management is responsible for establishing and 

maintaining effective internal control over compliance with the types of 
compliance requirements.  

ii. A statement that in planning and performing the compliance audit, the auditor 
considered the auditee’s internal control over compliance with the types of 
requirements that could have a direct and material effect on each major federal 
program to determine the auditing procedures that are appropriate in the 
circumstances for the purpose of expressing an opinion on compliance for each 
major federal program and to test and report on internal control over compliance 
in accordance with the Uniform Guidance, but not for the purpose of expressing an 
opinion on the effectiveness of internal control over compliance. 

iii. A statement that the auditor is not expressing an opinion on the effectiveness of 
internal control over compliance. 

iv. The definitions of deficiency in internal control over compliance, material 
weakness in internal control over compliance, and significant deficiency in internal 
control over compliance.  

6  
v. A statement that the auditor’s consideration of internal control over compliance 

was for the limited purpose described in the first paragraph of the section and was 

                                                        
5 

Paragraph 13.39 discusses the audit findings that are required to be reported under the Uniform Guidance. 
6 

Although the definitions of deficiency in internal control over compliance and material weakness in internal control 
over compliance are required in all reporting, the definition of significant deficiency in internal control over 
compliance is not required to be included in the report when no significant deficiencies in internal control over 
compliance have been identified. However, for clarity purposes, the definition of significant deficiency in internal 
control over compliance is included in the example reports found at paragraph 13.66, regardless of the type of 
deficiencies identified. The definitions included in the example reports are based on the definitions found in AU-C 
section 935. 
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not designed to identify all deficiencies in internal control over compliance that 
might be material weaknesses or significant deficiencies.  

vi. If no material weaknesses in internal control over compliance were identified, a 
statement that the auditor did not identify any deficiencies in internal control over 
compliance that are considered to be material weaknesses. 

vii. A statement that material weaknesses may exist that have not been identified. 
(For situations when significant deficiencies or material weaknesses are identified, 
this statement is revised to indicate that material weaknesses or significant 
deficiencies may exist that have not been identified.) 

viii. If significant deficiencies in internal control over compliance were identified, a 
statement that no deficiencies in internal control over compliance were identified 
that are considered to be material weaknesses, however deficiencies in internal 
control over compliance were identified that are considered to be significant 
deficiencies, and a description of the significant deficiencies in internal control 
over compliance or a reference to the accompanying schedule of findings and 
questioned costs, including the reference number(s) of the finding(s). 

ix. If material weaknesses in internal control over compliance were identified, a 
statement that deficiencies in internal control over compliance were identified that 
are considered to be material weaknesses and a description of the material 
weaknesses in internal control over compliance or a reference to the 
accompanying schedule of findings and questioned costs, including the reference 
number(s) of the finding(s). 

x. A separate paragraph at the end of the section stating that the purpose of the 
report on internal control over compliance is solely to describe the scope of our 
testing of internal control over compliance and the result of that testing based on 
the requirements of the Uniform Guidance. Accordingly, this report is not suitable 
for any other purpose.  

7  
l. The manual or printed signature of the auditor’s firm. 
m. The city and state where the auditor practices.  

8  
n. The date of the auditor’s report. 

Further, as discussed in paragraph 13.41, the auditor may need to modify the report on compliance with 
requirements that could have a direct and material effect on each major program and on internal control 
over compliance in accordance with the Uniform Guidance for abuse findings reported in the federal 
awards section of the schedule of findings and questioned costs. 

                                                        
7 

This paragraph in the report conforms to paragraph .11 of AU-C section 905, Alert That Restricts the Use of the 
Auditor’s Written Communication, which modifies the alert language used for compliance audits performed under 
Government Auditing Standards. This language should only be included in the internal control over compliance 
section of combined reports on the entity’s compliance and internal control over compliance in light of the fact that 
it is the nature of the reporting on internal control over compliance that triggers the required use of alert language 
(see paragraph .06c of AU-C section 905). If the auditor issues separate reports on the entity’s compliance and its 
internal control over compliance, this alert should be included in the report on internal control over compliance, but 
would not be included in the report on compliance. 
8 

AU-C section 700, Forming an Opinion and Reporting on Financial Statements, provides that the auditor’s report 
should name the city and state where the auditor practices. City and state on a firm’s letterhead typically is 
sufficient to meet this requirement. Technical Questions and Answers section 9100.08, “Audit Firm With Multiple 
Offices on Their Company Letterhead and Effect on Report” (Technical Questions and Answers), notes that when a 
firm’s letterhead contains multiple office locations the auditor would need to indicate the city and state where the 
auditor practices in the auditor’s report. 
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Addressing Management’s Response to Findings in the Auditor’s Report 

Although not required, the auditor may include a paragraph in the auditor’s reporting on compliance for 
each major program and the reporting on internal control over compliance to clarify that the auditor is 
not providing an opinion on management’s response. An example of this wording as it relates to 
noncompliance findings is as follows: 

Example Entity’s response to the noncompliance findings identified in our audit is described in 
the accompanying [insert name of document containing management’s response to the 
auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 
action plan]. Example Entity’s response was not subjected to the auditing procedures applied 
in the audit of compliance and, accordingly, we express no opinion on the response. 

Similar wording may be included in the auditor’s reporting on compliance for each major program and 
the reporting on internal control over compliance as it relates to management’s response to internal 
control over compliance findings. See the example reports in the appendix of this chapter for illustrations 
of how this language might be included. 
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Chapter 9  

Program-Specific Audits 

Learning objectives 

 Identify the audit requirements for program-specific audits. 

 Identify the reporting requirements for program-specific audits. 

Introduction 

The chapter discusses the requirements of the auditee and auditor for program-specific audits. 
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Program-specific audit requirements 
A program-specific audit is an audit of an entity’s compliance with direct and material compliance 

requirements as they relate to an individual federal program (rather than a single audit that includes an 

audit of an entity’s financial statements and federal programs). 

Under Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost 

Principles, and Audit Requirements for Federal Awards (Uniform Guidance), when an auditee expends 

federal awards under only one federal program and the federal program’s federal statutes, regulations, 

and the terms and conditions of federal awards do not require a financial statement audit of the auditee, 

the auditee may elect to have a program-specific audit conducted. However, a program-specific audit 

may not be elected for research and development (R&D) unless all of the federal awards expended were 

received from the same federal agency (or the same federal agency and the same pass-through entity), 

and that federal agency (or pass-through entity in the case of a subrecipient) approves in advance a 

program-specific audit. 

Practice note: The auditor should determine whether there is a financial statement audit 
requirement before beginning a program-specific audit.   

Program-specific audit guide available 

The Uniform Guidance states that if a program-specific audit is to be conducted, a program-specific audit 

guide may be available to provide specific guidance to the auditor with respect to internal control, 

compliance requirements, suggested audit procedures, and the audit reporting requirements. Part VI of 

the Compliance Supplement contains a list of current program-specific audit guides. When a program-

specific audit guide is available, the auditor must follow generally accepted government auditing 

standards (GAGAS) and the guide in performing and reporting on the program-specific audit. However, 

when the program-specific audit guide provided by a governmental agency for the performance of 

compliance audits has not been updated for, or otherwise conflicts with, current generally accepted 

auditing standards (GAAS) or Government Auditing Standards, the auditor should comply with the most 

current applicable professional standards and guidance instead of the outdated or conflicting guidance.  

Program-specific audit guide not available 

When a program-specific audit guide is not available, the auditee and auditor have basically the same 

responsibilities for the federal program as they would have for an audit of a major program in a single 

audit. 
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Auditee 

The auditee must prepare the financial statement(s) for the federal program that includes, at a minimum, 

a schedule of expenditures of federal awards for the program and notes that describe the significant 

accounting policies used in preparing the schedule. When appropriate, a summary schedule of prior audit 

findings and a corrective action plan must also be prepared. 

Auditor 

The auditor must 

 perform an audit of the financial statement(s) for the federal program in accordance with GAGAS; 
 obtain an understanding of internal controls and perform tests of internal control over the federal 

program sufficient to plan the audit to support a low assessed level of control risk for the federal 
program; 

 perform procedures to determine whether the auditee has complied with federal statutes, regulations, 
and the terms and conditions of federal awards that could have a direct and material effect on the 
federal program consistent with a major program; 

 follow up on prior audit findings, perform procedures to assess the reasonableness of the summary 
schedule of prior audit findings prepared by the auditee, and report, as a current year audit finding, 
when the auditor concludes that the summary schedule of prior audit findings materially 
misrepresents the status of any prior audit finding; and 

 report any audit findings consistent with the Uniform Guidance. 

Reporting on program-specific audit (when guide is not available) 

The Uniform Guidance permits either a combined audit report or separate reports. The auditor’s report(s) 

must state that the audit was conducted in accordance with the Uniform Guidance and include the 

following:  

 An opinion (or disclaimer of opinion) as to whether the financial statement(s) of the federal program 
is presented fairly in all material respects in conformity with the stated accounting policies 

 A report on internal control related to the federal program, which must describe the scope of testing 
of internal control and the results of the tests 

 A report on compliance, which includes an opinion (or disclaimer of opinion) about whether the 
auditee complied with laws, regulations, and the terms and conditions of federal awards which could 
have a direct and material effect on the federal program 

 A schedule of findings and questioned costs for the federal program that includes a summary of the 
auditor’s results relative to the federal program in a format consistent with the single audit 
requirements and audit findings and questioned costs consistent with the requirements for single 
audits 
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Submission of program-specific audit 
reports 
The reports must be submitted within the earlier of 30 days after the receipt of the auditor’s reports or 

nine months after the end of the audit period unless a different period is specified in a program-specific 

audit guide. Unless restricted by law or regulation, the auditee must make report copies available for 

public inspection. Auditees and auditors must ensure their respective parts of the reporting package 

does not include protected personally identifiable information. 

When a program-specific audit guide is available, the auditee must submit to the Federal Audit 

Clearinghouse (FAC) the data collection form prepared as applicable to a program-specific audit, and the 

reporting required by the program-specific audit guide. 

When a program-specific audit guide is not available, the reporting package submitted to the FAC for a 

program-specific audit consists of the financial statement(s) of the federal program, a summary 

schedule of prior audit findings, a corrective action plan, and the auditor report(s). 

The data collection form and the reporting package must be electronically submitted to the FAC. 

Knowledge check 

1. When a program-specific audit guide isn’t available, the auditor’s report(s) must state that the audit 
was conducted in accordance with the Uniform Guidance, and include all except 

a. An opinion (or disclaimer of opinion) as to whether the financial statement(s) of the federal 
program is(are) presented fairly in all material respects in conformity with the stated 
accounting policies. 

b. A report on internal control related to the federal program, which includes an opinion (or 
disclaimer of opinion) on internal control and describes the scope of testing of internal control 
and the results of the tests. 

c. A report on compliance; including an opinion (or disclaimer of opinion) about whether the 
auditee complied with federal statutes, regulations, and the terms and conditions of federal 
awards that could have a direct and material effect on the federal program. 

d. A schedule of findings and questioned costs for the federal program that includes a summary 
of the auditor’s results relative to the federal program in a format consistent with the Uniform 
Guidance requirements. 

2. When a program-specific audit guide is not available, what is not a reporting requirement? 

a. The auditee must submit to the FAC the financial statements of the nonfederal entity. 
b. The auditee must submit to the FAC a summary schedule of prior audit findings. 
c. The auditee must submit to the FAC the auditor’s reports. 
d. The auditee must submit to the FAC a corrective action plan. 
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  Exercise 9-1 

Please indicate whether each of the following statements is true or false regarding 
program-specific audits, and the circumstances under which they may be elected. 

True False  

  1. A program-specific may be elected when one or more federal award is 

received from only one federal awarding agency or pass-through 

entity. 

  2. When a program-specific audit guide is not available a program-

specific audit may not be elected. 

  3. When an entity has only one federal program a program-specific audit 

may be elected if the terms and conditions of the federal award does 

not require a financial statement audit.  

  4. A program-specific audit is an audit of an entity’s compliance with 

direct and material compliance requirements as they relate to an 

individual federal program.  

  5. A program-specific audit is basically a single audit of one program.  
 

 

  Exercise 9-2 

Please indicate whether each of the following statements is true or false regarding 
auditee and auditor responsibilities in a program-specific audit. 

True False  

  1. When a program-specific audit guide is available it must be used to 

perform the audit.  

  2. A program-specific auditor’s report is submitted to the Federal Audit 

Clearinghouse.  

  3. Reporting on a program-specific audit when a program-specific audit 

guide is not available consists only of reporting on compliance for 

major programs.  

  4. A corrective action plan is not required as part of a program-specific 

audit.  

  5. When a program-specific audit is elected the auditee is required to 

prepare the financial statements for the program.  
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Illustrative reports 
An AICPA task force has prepared illustrative audit reports for a program-specific audit when a federal 

audit guide is not available. It includes an opinion on financial statements and a report on internal control 

and compliance (opinion) relative to the federal program. The reports are available in the AICPA Audit 

Guide Government Auditing Standards and Single Audits, published annually. 
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Chapter 10  

Administrative Requirements and 
Cost Principles 

Learning objectives 

 Identify the requirements regarding administrative requirements and cost principles found in the 
Uniform Guidance. 

 Recognize the Uniform Guidance administrative requirements and cost principles that apply to 
federal awards. 

 Recognize the types of guidance found in pre-Uniform Guidance administrative requirements and 
cost principles. 

Introduction 

This chapter provides an overview of the federal administrative requirements for nonfederal entities 

administering federal awards, and information regarding the federal cost principles that must be followed 

when charging direct and indirect costs to federal awards. This discussion is separated into two 

sections. The first section covers that guidance as found in Title 2 U.S Code of Federal Regulations (CFR) 

Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 

Awards (Uniform Guidance). The latter section covers that guidance as found in the pre-Uniform 

Guidance circulars. The OMB circulars are available at https://www.whitehouse.gov/omb/information-

for-agencies/circulars/. 

http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=6214841a79953f26c5c230d72d6b70a1&tpl=/ecfrbrowse/Title02/2cfr200_main_02.tpl
https://www.whitehouse.gov/omb/information-for-agencies/circulars/
https://www.whitehouse.gov/omb/information-for-agencies/circulars/
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Effective and applicability date 

Nonfederal entities are required to implement the Uniform Guidance administrative requirements and 

cost principles for all new federal awards and to certain funding increments made on or after December 

26, 2014. As it relates to funding increments: 

 For awards made before December 26, 2014, funding increments issued on or after December 26, 
2014, where the agency modified the terms and conditions of the award are subject to the Uniform 
Guidance administrative requirements and cost principles. 

 For awards made before December 26, 2014, funding increments issued on or after December 26, 
2014, with no changes to the award terms and conditions continue to be subject to the applicable pre-
Uniform Guidance requirements. 

The effective date of the Uniform Guidance as it relates to a subaward is the same as the effective date 

of the federal award from which the subaward is made.  

Important note regarding effective date provisions: 

Depending upon the award dates of the nonfederal entity’s federal awards, an auditor may be 
required to use both the pre-Uniform Guidance administrative requirements and cost 
principles, as found in Office of Management and Budget (OMB) circulars, and the Uniform 
Guidance administrative requirements and cost principles in the compliance audit. This may 
occur within a major program when the major program is funded through multiple funding 
sources. This situation will exist until awards subject to pre-Uniform Guidance requirements 
are fully expended. The audit requirements used to perform the audit have no impact on the 
effective date provisions of the Uniform Guidance administrative requirements and cost 
principles.  
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Uniform administrative requirements, cost 
principles, and audit requirements for federal 
awards 

Summary 

The Uniform Guidance consolidates and streamlines the previous guidance to improve the clarity, 

consistency and accessibility of the guidance. It is applicable to 

 federal agencies making federal awards, 
 nonfederal entities (including state and local governments, Indian tribes, institutions of higher 

education (IHEs), and nonprofit organizations receiving federal awards), and 
 auditors. 

As it relates to the cost principles, the Uniform Guidance consolidates the cost principles (other than 

those applicable to hospitals) into a single document with limited variations by type of entity. Combining 

this guidance into one document necessitated revising terms and definitions where applicable in the 

Uniform Guidance. 

Cost principles applicable to hospitals are not superseded by the Uniform Guidance. Until revised 
guidance is proposed and implemented for hospitals, existing principles at Title 45, Public Welfare 
and Human Services, Part 74, CFR, Appendix E, Principles for Determining Cost Applicable to 
Research and Development Under Grants and Contracts with Hospitals, remain in effect. Hospitals 
are subject to all other provisions of the Uniform Guidance.  

Contents of the Uniform Guidance 

The Uniform Guidance covers a wide variety of topics. This is because all guidance previously found in the 

cost principles and other circulars and documents previously noted is now in the Uniform Guidance. The 

administrative requirements and cost principles are found in subparts A through E of the Uniform Guidance, 

and in various appendixes. The content of the Uniform Guidance is noted in the following material: 

Subpart A Acronyms and Definitions 200.0–200.99 

Subpart B General Provisions 200.100–200.113 

Subpart C Pre-Federal Award Requirements and Contents of 
Federal Awards 

200.200–200.211 

Subpart D Post-Federal Award Requirements 200.300–200.345 

Subpart E Cost Principles 200.400–200.475 

Subpart F Audit Requirements 200.500–200.521 
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There are also 11 appendixes that follow the subparts of the Uniform Guidance. These appendixes 

include the following: 

Appendix I to Part 200 Full Text of Notice of Funding Opportunity 

Appendix II to Part 200 Contract Provisions for Non-Federal Entity Contracts Under Federal Awards 

Appendix III to Part 200 Indirect (F&A) Costs Identification and Assignment, and Rate Determination 
for IHEs 

Appendix IV to Part 200 Indirect (F&A) Costs Identification and Assignment, and Rate Determination 
for Nonprofit Organizations 

Appendix V to Part 200 State/Local Government and Indian Tribe-Wide Central Service Cost 
Allocation Plans 

Appendix VI to Part 200 Public Assistance Cost Allocation Plans 

Appendix VII to Part 200 States and Local Government and Indian Tribe Indirect Cost Proposals 

Appendix VIII to Part 200 Nonprofit Organizations Exempted From Subpart E, Cost Principles, of Part 
200 

Appendix IX to Part 200 Hospital Cost Principles 

Appendix X to Part 200 Data Collection Form (Form SF-SAC) 

Appendix XI to Part 200 Compliance Supplement 

A summary of subparts A through E follows, with an emphasis on those areas related to administrative 

requirements and cost principles. 

Agency exceptions 

Many federal agencies received OMB approval for exceptions to the Uniform Guidance 
requirements. OMB states that it has approved exceptions only when they are consistent 
with existing policies of the agency. It is important to keep track of the exceptions granted 
because they could affect the auditor’s testing of compliance. 

Most federal agency regulations for grants and agreements are located in the eCFR at Title 2, 
Subtitle B, Federal Agency Regulations for Grants and Agreements. The Department of Health 
and Human Services codified the entire Uniform Guidance, as revised for their agency 
exceptions, in Title 45, CFR Part 75. Nonfederal entities and auditors that have questions 
about the nature of agency exceptions, and the effect of such exceptions on the audit, may 
consult with agency single audit coordinators or programs officials using the contact 
information in Appendix 3, “Federal Agency Single Audit, Key Management Liaison, and 
Program Contacts,” of the Compliance Supplement. Appendix 7, “Other Audit Advisories,” of 
the Compliance Supplement includes some information regarding agency exceptions.  

http://www.ecfr.gov/cgi-bin/text-idx?SID=de0670a55b7973d59f4c4531db1e87d1&mc=true&tpl=/ecfrbrowse/Title02/2tab_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=de0670a55b7973d59f4c4531db1e87d1&mc=true&tpl=/ecfrbrowse/Title02/2tab_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?SID=de0670a55b7973d59f4c4531db1e87d1&mc=true&tpl=/ecfrbrowse/Title02/2tab_02.tpl
http://www.ecfr.gov/cgi-bin/text-idx?node=pt45.1.75
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Subpart A, acronyms and definitions 

This subpart includes the acronyms and definitions used throughout the Uniform Guidance. 

Subpart B, general provisions 

This subpart includes general provisions such as the purpose, applicability and effective date of the 

Uniform Guidance. 

Subpart C, pre-federal award requirements and contents of federal 
awards 

This subpart prescribes the requirements federal agencies must follow in making federal awards and 

identifies the standard application requirements and mandatory content for federal awards. 

Subpart D, post-federal award requirements (administrative 
requirements) 

This subpart establishes uniform administrative requirements for federal awards. Federal awarding 

agencies should not impose additional or inconsistent requirements, except when OMB grants 

exceptions, or unless specifically required by federal statute or executive order. This part is summarized 

briefly in the following section. 

Standards for financial and program management 

Financial management 

Each state must expend and account for the federal award in accordance with state laws and procedures 

for expending and accounting for the state's own funds. In addition, the state's and the other nonfederal 

entity's financial management systems, including records documenting compliance with federal statutes, 

regulations, and the terms and conditions of the federal award, must be sufficient to permit the preparation 

of reports required by general and program-specific terms and conditions; and the tracing of funds to a 

level of expenditures adequate to establish that such funds have been used according to the federal 

statutes, regulations, and the terms and conditions of the federal award. The Uniform Guidance requires 

that the nonfederal entity’s financial management systems provide for, in part, 

 accurate, current, and complete disclosure of the financial results of each federal award or program 
in accordance with the reporting requirements set forth in the Uniform Guidance; 

 records that identify adequately the source and application of funds for federally-funded activities; 
 effective control over and accountability for all funds, property, and other assets; and 
 procedures for determining the allowability of costs in accordance Subpart E—Cost Principles and the 

terms and conditions of the award. 
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Internal control 

Nonfederal entities are required to establish and maintain effective internal control over the federal award 

that provides reasonable assurance that the nonfederal entity is managing the federal award in 

compliance with federal statutes, regulations, and the terms and conditions of the federal award. 

Payment 

For states, payments are governed by Treasury-State Cash Management Improvement Act agreements 

and default procedures codified at 31 CFR Part 205 “Rules and Procedures for Efficient Federal-State 

Funds Transfers.” For other nonfederal entities, payment methods must minimize the time elapsing 

between the transfer of funds from the U.S. Treasury and the disbursement by the recipients. 

Cost sharing or matching 

For all federal awards, all contributions, including cash and in-kind, must be accepted as part of the 

nonfederal entity’s cost sharing or matching when such contributions meet the 2 CFR 200.306. 

Program income 

Nonfederal entities are encouraged to earn income to defray program costs where appropriate. Unless 

the federal awarding agency specifies in regulations or the terms and conditions of the federal award or 

gives prior approval for how program income is to be used, IHEs and nonprofit research institutions may 

add program income to the federal award and use it for the purposes and under the conditions of the 

federal award. Other nonfederal entities must deduct program income from total allowable costs to 

determine the net allowable costs. 

Revision of budget and program plans 

Nonfederal entities are required to report deviations from budget or project scope or objectives and 

request prior approvals for budget and program plan revisions. 

Property standards 

The Uniform Guidance also sets forth uniform standards governing management, use, and disposition of 

real property, equipment, and intangible property acquired (or improved in the case of real property) 

under a federal award. 

Procurement standards 

When procuring property and services under a federal award a state is required to follow the same policies 

and procedures used for procurements from nonfederal sources. All other nonfederal entities, including 

subrecipients of a state, are required to follow the procurement standards in the Uniform Guidance. 

Those standards specify that nonfederal entities use their own documented policies and procedures in 

making procurements under federal awards and include requirements with respect to conflicts of 

interest, competition, procurement methods, contractor selection, contract monitoring and contract 
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pricing. The Uniform Guidance specifies contract provisions that all nonfederal entities (including states) 

are required to include in all contracts under federal awards. 

The Uniform Guidance provided nonfederal entities a three-year grace period for adopting the Uniform 

Guidance procurement standards. However, that grace period has passed, and all nonfederal entities are 

now required to follow the Uniform Guidance procurement standards. 

Procurement methods 

The Uniform Guidance outlines the methods of procurement to be followed. These methods include 

 Procurement by micro-purchase 
– This procurement method may be used to purchase goods and services when the aggregate 

dollar amount does not exceed the micro-purchase threshold. Micro-purchases may be awarded 
without soliciting competitive quotes if the nonfederal entity considers the price to be reasonable. 
To the extent practicable, the nonfederal entity should distribute micro-purchases equitably 
among qualified suppliers. OMB Memorandum M-18-18, which became effective June 20, 2018, 
raised the micro-purchase threshold from $3,500 to $10,000 for all nonfederal entities ahead of 
the formal publication typically required in the Federal Acquisition Regulation. 

 Procurement by small purchase procedures 
– Small purchase procedures are those relatively simple and informal procurement methods for 

securing services, supplies, or other property that do not cost more than the simplified acquisition 
threshold. If small purchase procedures are used, price or rate quotations must be obtained from 
an adequate number of qualified sources. 

– Memorandum M-18-18 raised the simplified acquisition threshold from $100,000 to $250,000 for 
all nonfederal entities. 

 Procurement by sealed bids (formal advertising) 
– Bids are publicly solicited, and a firm fixed price contract (lump sum or unit price) is awarded to 

the responsible bidder whose bid, conforming with all the material terms and conditions of the 
invitation for bids, is the lowest in price. The sealed bid method is the preferred method for 
procuring construction. 

 Procurement by competitive proposals 
– This procurement type of competitive proposal is normally conducted with more than one source 

submitting an offer and results in either a fixed price or cost-reimbursement type contract being 
awarded. It is generally used when conditions outlined in Uniform Guidance are not appropriate 
for the use of sealed bids. 

 Procurement by noncompetitive proposals 
– Procurement by noncompetitive proposals is procurement through solicitation of a proposal from 

only one source and may be used only when one or more of the following circumstances apply: 
 The item is available only from a single source. 
 The public exigency or emergency for the requirement will not permit a delay resulting from 

competitive solicitation. 
 The federal awarding agency or pass-through entity expressly authorizes noncompetitive 

proposals in response to a written request from the non-Federal entity. 
 After solicitation of a number of sources, competition is determined inadequate. 
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OMB memorandum M-18-18 notes that there is a provision that certain recipients of 
federal awards may request an increase in the threshold for micro-purchases if certain 
criteria are met. 

Performance and financial reporting and monitoring 

The Uniform Guidance sets forth the procedures for monitoring and reporting on the recipients’ financial 

and program performance and promulgate the necessary standard reporting forms. 

Subrecipient monitoring and management 

The requirements for subrecipient monitoring are found in Subpart D of the Uniform Guidance. This 

includes pass-through entity guidance for determining if the recipient of federal award funding is a 

subrecipient or a contractor. 

The responsibilities that pass-through entities have for subrecipients is also found in Subpart D. Pass-

through entities are required to do the following: 

 Provide specified information and include specified provisions in all subawards. 
 Evaluate each subrecipient’s risk of noncompliance for the purpose of determining the appropriate 

subrecipient monitoring. 
 Monitor the activities of the subrecipient as necessary to ensure that the subaward is used for 

authorized purposes. At a minimum monitoring procedures must include 
– reviewing subrecipient financial and performance reports, 
– following-up and ensuring that the subrecipient takes timely and appropriate action on all 

deficiencies pertaining to the federal award provided to the subrecipient that are detected through 
audits, onsite reviews, and other means, and 

– issuing a management decision for audit findings pertaining to the federal award provided to the 
subrecipient. 

 Depending upon the pass-through entity's assessment of the subrecipient’s risk of noncompliance, 
consider using other monitoring tools such as providing training and technical assistance, performing 
onsite reviews and arranging for agreed-upon procedures engagements on the subrecipients’ 
compliance with requirements pertaining to allowable services, allowable costs, eligibility, and 
reporting. 

Pass-through entities are also required to verify that all subrecipients that are expected to have federal 

awards expended equal to or greater than $750,000 have an audit in accordance with Subpart F of the 

Uniform Guidance. 

Record retention and access 

Unless requested to extend the retention period, financial records, supporting documents, statistical 

records, and all other nonfederal entity records pertinent to a federal award must be retained for a period 

of three years from the date of submission of the final expenditure report. If any litigation, claim, or audit 

is started before the expiration of the three-year period, the records must be retained until all litigation, 

claims, or audit findings involving the records have been resolved and final action taken. Specific 
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requirements apply to property records and records supporting indirect cost proposals and cost 

allocation plans. 

The federal awarding agency, inspectors general, the Comptroller General of the United States, and the 

pass-through entity, or any of their authorized representatives, must have the right of access to any 

documents, papers, or other records of the nonfederal entity which are pertinent to the federal award, to 

make audits, examinations, excerpts, and transcripts. The right also includes timely and reasonable 

access to the nonfederal entity's personnel for the purpose of interview and discussion related to such 

documents. 

Remedies for noncompliance 

This section describes actions that a federal awarding agency or pass-through entity may take in the 

event of noncompliance by nonfederal recipients and subrecipients. These actions include the following: 

 Imposing additional conditions on the award 
 Disallowing costs associated with the noncompliance 
 Withholding payments under the award 
 Suspending or terminating the award 
 Withholding further awards for the project or program 
 Initiating suspension or debarment procedures against the nonfederal entity 
 Taking other remedies legally available 

Procedures for taking such actions and nonfederal entities appeal rights are also described in this section. 

Other 

Subpart D also includes requirements relating to award closeout, post-closeout adjustments and 

continuing responsibilities, and collections of amount due from the nonfederal entity to the federal 

government. 

Knowledge check 

1. Which statement regarding the guidance found in the Uniform Guidance is correct? 

a. The guidance is applicable only to not-for-profit organizations. 
b. Federal agencies making federal awards are subject to the requirements of the Uniform Guidance. 
c. The guidance is applicable only to state and local governments, Indian tribes, IHEs, and not-

for-profit organizations. 
d. Federal agencies can elect to continue to use the guidance in the circulars. 
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2. Which statement regarding the procurement methods in Uniform Guidance is not correct? 

a. Procurement by sealed bids is required even during a public emergency that needs 
expediency. 

b. The micro-purchase procurement process may be used to purchase goods and services below the 
micro-purchase threshold, which is currently $10,000. 

c. Procurement by competitive proposal is generally the method used when conditions outlined 
in Uniform Guidance are not appropriate for the use of sealed bids. 

d. Price or rate quotes must be obtained from an adequate number of qualified sources if 
procurement by small purchase procedures is used. 

Subpart E, cost principles 

The Uniform Guidance establishes principles that must be used for determining allowable costs of work 

performed by a nonfederal entity under federal awards to states, local governments, Indian Tribes, IHEs, and 

nonprofit organizations. The cost principles do not apply to certain types of funding as set forth in 2 CFR 

200.401. In addition, the Uniform Guidance costs principles do not apply to federal awards to hospitals. 

The subpart includes guidance and requirements in the following areas: basic considerations; direct and 

indirect (or, F&A) costs, special considerations for governmental entities and IHEs, and selected items of 

cost. 

Following is a brief summary of some of the key content in Subpart E. 

Basic considerations 

The total cost of an award is the sum of the allowable direct and allocable indirect costs less any 

applicable credits. 

Allowable costs 

To be allowable under an award, costs must 

 be reasonable for the performance of the award and be allocable to the award under the cost 
principles; 

 conform to any limitations or exclusions set forth in the cost principles or in the award regarding 
types or amounts of cost items; 

 be consistent with policies and procedures that apply uniformly to both federally financed and other 
activities of the organization; 

 be treated consistently (that is, as either a direct or indirect cost); 
 be determined in accordance with generally accepted accounting principles, except for states, local 

government and Indian tribes only, as otherwise provided for in the Uniform Guidance; 
 not be included as a cost, or used to meet cost-sharing or matching requirements, of any other 

federally financed program in either the current or a prior period; and 
 be adequately documented. 
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Reasonable costs 

A cost is reasonable if, in its nature and amount, it does not exceed what would be incurred by a prudent 

person under the circumstances prevailing at the time the decision was made to incur the cost. 

Allocable cost 

A cost is allocable to a particular federal award or other cost objective if the goods or services involved 

are chargeable or assignable to that federal award or cost objective in accordance with the relative 

benefits received. This is met if the cost is incurred specifically for the award; benefits both the award 

and other work and can be distributed in reasonable proportion to the benefits received; or is necessary 

to the overall operation of the organization and is assignable in part to the federal award in accordance 

with the cost principles. 

Applicable credits 

Applicable credits refer to those receipts or reduction-of-expenditure-type transactions that offset or reduce 

expense items allocable to the federal award. Examples include purchase discounts, rebates or allowances, 

recoveries or indemnities on losses, insurance refunds, and adjustments of overpayments or erroneous 

charges. To the extent that such credits accrued or received by the organization relate to allowable costs, they 

are to be credited to the federal award either as a cost reduction or cash refund as appropriate. 

Direct costs and indirect costs 

Direct costs are those that can be identified specifically with a particular final cost objective (such as a 

particular federal award or other internally or externally funded activity) or that can be directly assigned to 

such activities relatively easily with a high degree of accuracy. Direct costs of a minor amount may be 

treated as indirect costs. The salaries of administrative and clerical staff should normally be treated as 

indirect (or, F&A) costs. 

Indirect costs are those that have been incurred from common or joint objectives and cannot readily be 

assignable to the cost objectives specifically benefited. For major IHEs and major nonprofit 

organizations, indirect (or, F&A) costs must be classified within two broad categories: “facilities” and 

“administration” (F&A). 

Guidance and requirements for the development, submission, negotiation, and approval of indirect cost 

rate proposals and cost allocation plans are contained in appendixes III through VII of the Uniform 

Guidance. In addition to the procedures outlined in the appendixes, any nonfederal entity that has never 

received a negotiated indirect cost rate, except for a governmental department or agency that receives 

more than $35m in direct federal awards, may elect to charge a de minimis rate of 10% of modified total 

direct costs (MTDC) which may be used indefinitely. 

The negotiated indirect cost rate must be accepted by all federal awarding agencies. A federal awarding 

agency may use a rate different from the negotiated rate for a class of federal awards or a single federal 

award only when required by federal statute or regulation, or when approved by a federal awarding 

agency head or delegate based on documented justification as described in the Uniform Guidance. 
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Special considerations for states, local governments, and Indian tribes 

For states, local governments, and Indian tribes, certain services, such as motor pools, computer centers, 

purchasing, accounting, and the like, are provided to operating agencies on a centralized basis. Because 

federal awards are performed within the individual operating agencies, a central service cost allocation 

plan identifies and assigns these central service costs to benefited activities. 

Individual operating agencies (governmental department or agency) normally charge federal awards for 

indirect costs through an indirect cost rate. A separate indirect cost rate proposal for each operating 

agency is usually necessary to claim indirect costs under federal awards. Indirect costs include 

 the indirect costs originating in each department or agency of the governmental unit carrying out 
federal awards and 

 the costs of central governmental services distributed through the central service cost allocation plan 
and not otherwise treated as direct costs. 

The cost of services provided by one agency to another within the governmental unit may include 

allowable direct costs of the service plus a pro-rated share of indirect costs. A standard indirect cost 

allowance equal to 10% of the direct salary and wage cost of providing the service (excluding overtime, 

shift premiums, and fringe benefits) may be used in lieu of determining the actual indirect costs of the 

service. These services do not include centralized services included in central service cost allocation 

plans. 

Special considerations for IHEs 

An IHE that receives aggregate federal awards totaling $50m or more in federal awards subject to the 

Uniform Guidance in its most recently completed fiscal year must 

 comply with the Cost Accounting Standards Board's cost accounting standards (CAS) located at 48 
CFR 9905.501, 9905.502, 9905.505, and 9905.506. CAS-covered contracts awarded to the IHEs are 
subject to the CAS requirements at 48 CFR 9900 through 9999 and 48 CFR part 30; and 

 disclose their cost accounting practices by filing a Disclosure Statement (DS-2). 

Cost adjustments must be made by the cognizant agency for indirect costs if an IHE fails to comply with 

the cost policies in this part or fails to consistently follow its established or disclosed cost accounting 

practices when estimating, accumulating, or reporting the costs of federal awards, and the aggregate 

cost impact on federal awards is material. Excess amounts paid in the aggregate by the federal 

government under federal awards due to a noncompliant cost accounting practice used to estimate, 

accumulate, or report costs must be credited or refunded, as deemed appropriate by the cognizant 

agency for indirect costs. Interest applicable to the excess amounts paid in the aggregate during the 

period of noncompliance must also be determined and collected in accordance with applicable federal 

agency regulations. 

General provisions for selected items of cost 

The Uniform Guidance provides principles to be applied in establishing the allowability of 75 items of 

cost. These principles apply whether a cost is treated as direct or indirect. The failure to mention a 
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particular item of cost is not intended to imply that it is either allowable or unallowable. The allowability of 

items of cost not specifically mentioned should be based on the treatment provided for similar or related 

items of cost, and based on the principles described in Subpart E. Some of the specific items of cost 

included in the Uniform Guidance are as follows: 

Alcoholic beverages Alcoholic beverages are unallowable. 

Advisory councils Costs incurred by advisory councils or committees are unallowable 
unless authorized by statute, the federal awarding agency, or as an 
indirect cost where allocable to federal awards. 

Alumni activities Alumni activity costs incurred for, or in support of, alumni activities and 
similar services are unallowable. 

Audit services A reasonably proportionate share of the costs of audits required by and 
performed in accordance with the Single Audit Act and Subpart F of the 
Uniform Guidance, are allowable. However, the cost of 

 audits required by but not performed in accordance with the Single 

Audit Act and Subpart F and 

 audits of nonfederal entities exempted from having an audit 

conducted under the Single Audit Act and Subpart F because their 

total federal awards expended are less than $750,000 during the 

nonfederal entity's fiscal year are unallowable. 

Bad debts Bad debts, including losses (whether actual or estimated) arising from 
uncollected accounts and other claims, related collection costs, and 
related legal costs, are unallowable. 

Compensation for personal 
services 

The costs of compensation are allowable to the extent that total 
compensation to individual employees 

 is reasonable for the services rendered and conforms to the 

established policy of the organization consistently applied to both 

federal and nonfederal activities; 

 follows an appointment made in accordance with a nonfederal 

entity’s laws or written policies and meets the requirements of 

federal statute, where applicable, and 

 is determined and supported in accordance with the standards for 

documentation of personal expenses, where applicable. 

Compensation: Fringe benefits Fringe benefits are allowances and services provided by employers to 
their employees as compensation in addition to regular salaries and 
wages. Fringe benefits include, but are not limited to, the costs of leave 
(vacation, family-related, sick, or military), employee insurance, 
pensions, and unemployment benefit plans. Fringe benefits are 
allowable with restrictions. 
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Conferences Conference costs paid by the nonfederal entity as a sponsor or host of 
the conference including rental of facilities, speakers’ fees, costs of 
meals and refreshments, local transportation, and other items 
incidental to such conferences are allowable unless restricted by the 
award. 

Contingency provisions Contributions to a contingency reserve or any similar provision made 
for events, the occurrence of which cannot be foretold with certainty 
regarding time, intensity, or with an assurance of their happening, are 
unallowable. Contingencies that are estimates of future costs (typically 
of large construction projects, IT systems, or other items as approved 
by the federal awarding agency) that are associated with possible 
events or conditions arising from causes the precise outcome of which 
is indeterminable at the time of estimate and that experience shows will 
likely result, in aggregate, in additional costs for the approved activity or 
project can be explicitly included in budget estimates if necessary to 
improve the precisions of those estimates. Amounts must be estimated 
using broadly-accepted cost-estimating methodologies, specified in the 
budget documentation of the federal award, and accepted by the 
federal awarding agency. As such, contingency amounts are to be 
included in the federal award. This does not include amounts for major 
project scope changes, unforeseen risks, or extraordinary measures. 

Contributions Contributions and donations by the organization to others are 
unallowable. 

Defense and prosecution of 
criminal and civil proceedings, 
claims, appeals, and patent 
infringements 

Costs incurred in connection with any criminal, civil, or administrative 
proceeding (including filing of a false certification) commenced by the 
federal government, or a state, local, or foreign government, (or 
commenced by third parties or a current or former employee of the 
nonfederal entity who submits a whistleblower complaint of reprisal) 
are not allowable if the proceeding 

 relates to a violation of, or failure to comply with, a federal, state, 

local, or foreign statute or regulation, by the institution (including its 

agents and employees); and 

 results in any of the following dispositions: 

– A criminal proceeding or a conviction 

– A civil or administrative proceeding involving an allegation of 

fraud or similar misconduct, or a determination of nonfederal 

liability 

– In the case of any civil or administrative proceeding, the 

disallowance of costs or imposition of a monetary penalty 

– A final decision by an appropriate federal official to debar or 

suspend the institution, to rescind or void an award, or to 

terminate an award for default by reason of a violation or failure 

to comply with a law or regulation 

– A disposition by consent or compromise, if the action could 

have resulted in any of the dispositions described previously 
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Depreciation Depreciation is allowable. However, the Uniform Guidance contains 
certain requirements related to this. 

Employee health and welfare 
costs 

Costs incurred in accordance with the nonfederal entity’s documented 
policies for the improvement of working conditions, employer-employee 
relations, employee health, and employee performance are allowable. 
Such costs will be equitably apportioned to all activities of the 
nonfederal entity. Income generated from any of these activities will be 
credited to the cost thereof unless such income has been irrevocably 
sent to employee welfare organizations. 

Entertainment costs Costs of amusement, social activities, ceremonial activities, and costs 
relating thereto, such as meals, lodging, rentals, transportation, and 
gratuities are unallowable except where specific costs that might 
otherwise be considered entertainment have a programmatic purpose 
and are authorized either in the approved budget for the federal award 
or with prior written approval of the federal awarding agency. 

Fines and penalties Costs of fines and penalties resulting from violations of, or failure of the 
organization to comply with, federal, state and local laws and 
regulations are unallowable except when incurred as a result of 
compliance with specific provision of a federal award or with prior 
written approval from the federal awarding agency. 

Fund raising and investment 
management costs 

Costs of organized fund raising, including financial campaigns, 
solicitation of gifts and bequests, and similar expenses incurred to raise 
capital or obtain contributions are unallowable. Fundraising costs for 
the purposes of meeting the federal program objectives are allowable 
with prior written approval from the federal awarding agency. Also, 
costs of investment counsel and staff and similar expenses incurred to 
enhance income from investments are unallowable. However, such 
costs associated with investments covering pension, self-insurance, or 
other funds that include federal participation allowed by the Uniform 
Guidance are allowable. Both allowable and unallowable fund raising 
and investment activities shall be allocated an appropriate share of 
indirect costs. 

General government expenses For states, local governments, and Indian tribes, the general costs of 
government are unallowable (except certain travel costs). 

Interest costs Generally, costs incurred for interest on borrowed capital or temporary 
use of endowment funds, or the use of the nonfederal entity’s own 
funds are unallowable. Interest to acquire capital assets in support of 
federal awards is allowable if certain conditions are met. 

Lobbying activities Costs associated with these activities are generally unallowable. 

Losses on other awards Any excess of costs over income under any other award or contract of 
any nature is unallowable. 
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Maintenance and repairs Costs incurred for utilities, insurance, security, necessary maintenance, 
janitorial services, repair, or upkeep of buildings and equipment 
(including federal property unless otherwise provided for) that neither 
adds to the permanent value of the property nor appreciably prolongs 
its intended life, but keep it in an efficient operating condition, are 
allowable. Costs incurred for improvements that adds to the permanent 
value of the buildings and equipment or appreciably prolongs their 
intended life must be treated as capital expenditures. 

Materials and supplies The costs of materials and supplies necessary to carry out a federal 
award are allowable. 

Organization costs Costs, such as incorporation fees, broker’s fees, fees to promoters, 
organizers or management consultants, attorneys, accountants, or 
investment counselors, whether or not employees of the organization, 
in connection with establishment or reorganization of any organization, 
are unallowable except with prior approval of the awarding agency. 

Plant and security costs Necessary and reasonable expenses incurred for protection and 
security of facilities, personnel, and work products are allowable. 

Recruiting costs Generally allowable providing certain conditions are met and that the 
size of the staff recruited and maintained is in keeping with workload 
requirements. 

Scholarships and student aid 
costs 

Costs of scholarships, fellowships, and other programs of student aid 
at IHEs are allowable only when the purpose of the sponsored 
agreements is to provide training to selected participants and the 
charge is approved by the sponsoring agency. 

Selling and marketing costs Costs of selling and marketing any products or services of the 
nonfederal entity (unless allowed under 2 CFR 200.421, “Advertising 
and public relations”) are unallowable, except as direct costs, with prior 
approval by the federal awarding agency when necessary for the 
performance of the federal award. 

Taxes For states, local governments, and Indian tribes, taxes that the 
governmental unit is legally required to pay are allowable, except for 
self-assessed taxes that disproportionately affect federal programs or 
changes in tax policies that disproportionately affect federal programs. 
For IHEs and nonprofit organizations, in general, taxes that the 
organization is required to pay and that are paid or accrued in 
accordance with generally accepted accounting principles, and 
payments made to local governments in lieu of taxes that are 
commensurate with the local government services received, are 
allowable. The Uniform Guidance lists several exceptions. 

Training The cost of training provided for employee development is allowable. 
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Travel Reasonable travel expenses that meet certain conditions are generally 
allowable. Commercial airfare in excess of the basic least expensive 
unrestricted accommodations class offered by commercial airlines is 
unallowable except under certain circumstances. 

Transportation costs Transportation costs include freight, express, cartage, and postage 
charges relating either to goods purchased, in process, or delivered. 
These costs are allowable. 

 

Knowledge check 

3. Which is not one of the primary components of the total cost of a federal award? 

a. Fixed costs. 
b. Allowable direct costs. 
c. Allocable indirect credits. 
d. Applicable credits. 
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Pre-Uniform Guidance circulars 
Awards received prior to December 26, 2014 (including funding increments for those awards where the 

terms and conditions of the award were not modified), continue to be subject to the pre-Uniform 

Guidance administrative requirements and cost principles. Those requirements are contained in a series 

of OMB Circulars and a Common Rule. This section identifies and briefly describes the pre-Uniform 

Guidance OMB Circulars and Common Rule. Links to the circulars are available at 

https://www.whitehouse.gov/omb/information-for-agencies/circulars/. The full set of circulars are also 

currently available at https://obamawhitehouse.archives.gov/omb/financial_fin_single_audit. 

Note that once all awards subject to the circulars are fully expended, the circulars will be superseded. The 

following Circulars will be briefly discussed in the next sections. 

 OMB Circular A-110, Uniform Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other Non-Profit Organizations 

 OMB Circular A-102 Common Rule, Grants and cooperative agreements with state and local 
governments 

 OMB Circular A-122, Cost Principles for Nonprofit Organizations 
 OMB Circular A-21, Cost Principles for Educational Institutions 
 OMB Circular A-87, Cost Principles for State, Local, and Indian Tribal Governments 

OMB Circular A-110, uniform administrative requirements for grants 
and agreements with institutions of higher education, hospitals, and 
other non-profit organizations 

OMB Circular A-110 promulgates uniform administrative requirements for federal awards to nonprofit 

institutions, including both private and public universities, colleges, and hospitals. The federal agencies 

issue regulations in connection with federal awards to not-for-profit institutions to implement the 

provisions of OMB Circular A-110. 

OMB Circular A-110 is divided into four parts as follows: 

 General 
 Pre-Award Requirements 
 Post-Award Requirements 

– Financial and program management 
– Property standards 
– Procurement standards 
– Reports and records 
– Termination and enforcement 

 After-Award Requirements 

https://www.whitehouse.gov/omb/information-for-agencies/circulars/
https://obamawhitehouse.archives.gov/omb/financial_fin_single_audit


© 2019 Association of International Certified Professional Accountants. All rights reserved. 10-19 

The OMB Circular A-102 Common Rule: Grants and cooperative 
agreements with state and local governments (Common Rule) 

The Common Rule establishes uniform administrative rules for federal grants and cooperative 

agreements and subawards to state, local, and Indian tribal governments. The Common Rule is divided 

into the following parts: 

 General 
 Pre-Award Policies 
 Post-Award Policies 
 After-the-Grant Policies 

Unlike OMB Circular A-110, one Common Rule was codified into the regulations of each grant-making 

agency). Because the December 19, 2014, joint interim rule implementing the Uniform Guidance 

superseded and replaced the prior Common Rule regulations in each agency’s regulations, the Common 

Rule regulations are no longer in the electronic CFR. To view the requirements of the Common Rule as 

codified by a federal agency, auditors and nonfederal entities must go the annual edition of the agency’s 

title of the CFR that was last published before December 19, 2014. OMB’s website contains a chart 

showing where in the CFR each federal department and agency codified the Common Rule. The chart is 

available at https://www.whitehouse.gov/wp-content/uploads/2017/11/Federal-Agency-Rule-on-

Lobbying.pdf. 

OMB Circular A-122, Cost Principles for Nonprofit Organizations 

OMB Circular A-122, Cost Principles for Nonprofit Organizations, established principles for determining 

costs of grants, contracts, and other agreements with nonprofit organizations. It does not apply to 

colleges and universities. 

The circular is divided into three separate appendixes as follows: 

 Appendix A: General Principles 
 Appendix B: Selected Items of Cost 
 Appendix C: Nonprofit Organizations Not Subject to Circular 

OMB Circular A-21, Cost Principles for Educational Institutions 

OMB Circular A-21 establishes principles for determining allowable costs applicable to grants, contracts, 

and other agreements with educational institutions. 

OMB Circular A-21 is divided into 10 separate parts. 

 Purpose and scope 
 Definition of terms 
 Basic considerations 

https://www.whitehouse.gov/wp-content/uploads/2017/11/Federal-Agency-Rule-on-Lobbying.pdf
https://www.whitehouse.gov/wp-content/uploads/2017/11/Federal-Agency-Rule-on-Lobbying.pdf


© 2019 Association of International Certified Professional Accountants. All rights reserved. 10-20 

 Direct costs 
 F&A costs 
 Identification and assignments of F&A costs 
 Determination and application of F&A cost rates 
 Simplified method for small institutions 
 General provisions for selected items of cost 
 Certification of charges 

OMB Circular A-87, cost principles for state, local, and Indian tribal 
governments 

OMB issued Circular A-87 to provide principles for determining allowable costs of programs administered 

by state and local governments and federally recognized Indian tribal governments under grants and 

contracts with the federal government. OMB Circular A-87 contains the following sections: 

 Appendix A—General Principles. This contains the definitions used in the circular; the general criteria 
for determining the allowability of costs; and discussions of direct and indirect costs. 

 Appendix B—Selected Items of Costs. This contains guidance on specific items of costs. 
 Appendix C—State/Local-Wide Central Service Allocation Plans. This contains the requirements 

pertaining to the preparation of central services allocation plans. 
 Appendix D—Public Assistance Cost Allocation Plans. This contains the requirements pertaining to 

cost allocation plans for state public assistance agencies. 
 Appendix E—State and Local Indirect Cost Rate Proposals. This contains requirements pertaining to 

allocating indirect costs, calculating indirect cost rates and preparation and submission of indirect 
cost rate plans. 
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Exercise—Based on the Uniform Guidance 
1. The Uniform Guidance contains specific requirements pertaining to the allowability of 75 items of 

costs to be charged to federal awards. For the following cost items, please mark whether they are 
generally allowable (A) or unallowable or limited (U). 

  a. Bad debt expense. 

  b. Depreciation. 

  c. Entertainment costs. 

  d. Fringe benefits. 

  e. Contributions and donations. 

  f. Maintenance and repair costs. 

  g. Interest use of endowment funds. 

  h. Security costs. 

  i. Printing costs. 

  j. Organization costs. 

  k. Recruiting costs (federal grant specialists). 

  l. Travel costs. 

  m. Training costs. 

  n. Lobbying. 

  o. Fines and penalties. 

  p. Conferences. 

  q. Marketing costs. 

2. Indicate whether the costs should be classified as allowable (A) or questioned costs (QC) for each of 
the following situations. 

  a. An auditee employee flew first class to a convention in New York. 

  b. The nonfederal entity has three federal awards. It charged the salary and fringe  

  benefits of an employee working on program B to program A. 

  c. The nonfederal entity charged the cost of beer and wine provided during a    

  reception for participants of a conference put on by the nonfederal entity. 

  d. The nonfederal entity donated funds to a local candidate for mayor and    

  included the cost in the indirect cost pool. 

    e. The nonfederal entity paid employee health insurance premiums during the   

     period. 
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Appendix A 

SINGLE AUDIT ACT 
AMENDMENTS OF 1996 

 

This appendix is included for supplementary purposes only  
and is not required for CPE credit. 
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Appendix A  

Single Audit Act Amendments of 1996  

 
 
July 5, 1996 
[S. 1579] 
Single Audit 
Act 
Amendments 
of 1996. 
31 USC 7501 
note. 

Public Law 104-156 104th Congress 

An Act 

To streamline and improve the effectiveness of chapter 75 of title 31, 
United States Code (commonly referred to as the “Single Audit Act”). 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

SECTION 1. SHORT TITLE; PURPOSES. 

 (a) Short Title—This Act may be cited as the Single Audit Act Amendments 
of 1996”. 

 (b) Purposes—The purposes of this Act are to— 

 (1) promote sound financial management, including effective internal 
controls, with respect to Federal awards administered by non-
Federal entities; 

 (2) establish uniform requirements for audits of Federal awards 
administered by non-Federal entities; 

 (3) promote the efficient and effective use of audit resources; 

 (4) reduce burdens on State and local governments, Indian tribes, and 
nonprofit organizations; and 

 (5) ensure that Federal departments and agencies, to the maximum 
extent practicable, rely upon and use audit work done pursuant to 
chapter 75 of title 31, United States Code (as amended by this Act). 

SEC. 2 . AMENDMENT TO TITLE 31, UNITED STATES CODE. 

 Chapter 75 of title 31, United States Code, is amended to read as 
follows: 

 

“CHAPTER 75—REQUIREMENTS FOR SINGLE AUDITS 

“Sec.  
“7501. Definitions.  
“7502. Audit requirements; exemptions.  
“7503. Relation to other audit requirements.  
“7504. Federal agency responsibilities and relations with non-Federal entities.  
“7505. Regulations. “7506. Monitoring responsibilities of the Comptroller General.  
“7507. Effective date. 
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“§ 7501. Definitions 

“(a) As used in this chapter, the term— 

“(1) ‘Comptroller General’ means the Comptroller General of the United 
States; 

“(2) ‘Director’ means the Director of the Office of Management and Budget; 

“(3) ‘Federal agency’ has the same meaning as the term ‘agency’ in 
section 551(1) of title 5; 

“(4) ‘Federal awards’ means Federal financial assistance and Federal 
cost-reimbursement contracts that non-Federal entities receive 
directly from Federal awarding agencies or indirectly from pass-
through entities; 

“(5) ‘Federal financial assistance’ means assistance that non-Federal 
entities receive or administer in the form of grants, loans, loan 
guarantees, property, cooperative agreements, interest subsidies, 
insurance, food commodities, direct appropriations, or other 
assistance, but does not include amounts received as 
reimbursement for services rendered to individuals in accordance 
with guidance issued by the Director; 

“(6) ‘Federal program’ means all Federal awards to a non-Federal entity 
assigned a single number in the Catalog of Federal Domestic 
Assistance or encompassed in a group of numbers or other 
category as defined by the Director; 

“(7) ‘generally accepted government auditing standards’ means the 
government auditing standards issued by the Comptroller General; 

“(8) ‘independent auditor’ means— 

“(A) an external State or local government auditor who meets the 
independence standards included in generally accepted 
government auditing standards; or 

“(B) a public accountant who meets such independence standards; 

“(9) ‘Indian tribe’ means any Indian tribe, band, nation, or other organized 
group or community, including any Alaskan Native village or regional or 
village corporation (as defined in, or established under, the Alaskan 
Native Claims Settlement Act) that is recognized by the United States 
as eligible for the special programs and services provided by the 
United States to Indians because of their status as Indians; 

“(10) ‘internal controls’ means a process, effected by an entity’s 
management and other personnel, designed to provide reasonable 
assurance regarding the achievement of objectives in the 
following categories: 
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“(A) Effectiveness and efficiency of operations. 

“(B) Reliability of financial reporting. 

“(C) Compliance with applicable laws and regulations; 

“(11) ‘local government’ means any unit of local government within a 
State, including a county, borough, municipality, city, town, 
township, parish, local public authority, special district, school 
district, intrastate district, council of governments, any other 
instrumentality of local government and, in accordance with 
guidelines issued by the Director, a group of local governments; 

“(12) ‘major program’ means a Federal program identified in accordance 
with risk-based criteria prescribed by the Director under this chapter, 
subject to the limitations described under subsection (b); 

“(13) ‘non-Federal entity’ means a State, local government, or nonprofit 
organization; 

“(14) ‘nonprofit organization’ means any corporation, trust, association, 
cooperative, or other organization that— 

“(A) is operated primarily for scientific, educational, service, 
charitable, or similar purposes in the public interest; 

“(B) is not organized primarily for profit; and 

“(C) uses net proceeds to maintain, improve, or expand the 
operations of the organization; 

“(15) ‘pass-through entity’ means a non-Federal entity that provides 
Federal awards to a subrecipient to carry out a Federal program; 

“(16) ‘program-specific audit’ means an audit of one Federal program; 

“(17) ‘recipient’ means a non-Federal entity that receives awards directly 
from a Federal agency to carry out a Federal program; 

“(18) ‘single audit’ means an audit, as described under section 7502(d), 
of a non-Federal entity that includes the entity’s financial 
statements and Federal awards; 

“(19) ‘State’ means any State of the United States, the District of 
Columbia, the Commonwealth of Puerto Rico, the Virgin Islands, 
Guam, American Samoa, the Commonwealth of the Northern 
Mariana Islands, and the Trust Territory of the Pacific Islands, any 
instrumentality thereof, any multi-State, regional, or interstate 
entity which has governmental functions, and any Indian tribe; and 

“(20) ‘subrecipient’ means a non-Federal entity that receives Federal 
awards through another non-Federal entity to carry out a Federal 
program, but does not include an individual who receives financial 
assistance through such awards. 
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“(b) In prescribing risk-based program selection criteria for major programs, 
the Director shall not require more programs to be identified as major 
for a particular non-Federal entity, except as prescribed under 
subsection (c) or as provided under subsection (d), than would be 
identified if the major programs were defined as any program for which 
total expenditures of Federal awards by the non-Federal entity during 
the applicable year exceed— 

“(1) the larger of $30,000,000 or 0.15 percent of the non-Federal entity’s 
total Federal expenditures, in the case of a non-Federal entity for 
which such total expenditures for all programs exceed 
$10,000,000,000; 

“(2) the larger of $3,000,000, or 0.30 percent of the non-Federal entity’s 
total Federal expenditures, in the case of a non-Federal entity for 
which such total expenditures for all programs exceed 
$100,000,000 but are less than or equal to $10,000,000,000; or 

“(3) the larger of $300,000, or 3 percent of such total Federal 
expenditures for all programs, in the case of a non-Federal entity for 
which such total expenditures for all programs equal or exceed 
$300,000 but are less than or equal to $100,000,000. 

“(c) When the total expenditures of a non-Federal entity’s major programs 
are less than 50 percent of the non-Federal entity’s total expenditures of 
all Federal awards (or such lower percentage as specified by the 
Director), the auditor shall select and test additional programs as major 
programs as necessary to achieve audit coverage of at least 50 percent 
of Federal expenditures by the non-Federal entity (or such lower 
percentage as specified by the Director), in accordance with guidance 
issued by the Director. 

“(d) Loan or loan guarantee programs, as specified by the Director, shall not 
be subject to the application of subsection (b). 

“§ 7502. Audit requirements; exemptions 

“(a)(1) (A) Each non-Federal entity that expends a total amount of 
Federal awards equal to or in excess of $300,000 or such 
other amount specified by the Director under subsection 
(a)(3) in any fiscal year of such non-Federal entity shall have 
either a single audit or a program-specific audit made for 
such fiscal year in accordance with the requirements of this 
chapter. 

 (B) Each such non-Federal entity that expends Federal awards 
under more than one Federal program shall undergo a single 
audit in accordance with the requirements of subsections (b) 
through (i) of this section and guidance issued by the Director 
under section 7505. 
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“(C) Each such non-Federal entity that expends awards under only 
one Federal program and is not subject to laws, regulations, or 
Federal award agreements that require a financial statement 
audit of the non-Federal entity, may elect to have a program-
specific audit conducted in accordance with applicable 
provisions of this section and guidance issued by the Director 
under section 7505. 

 (2) (A) Each non-Federal entity that expends a total amount of Federal 
awards of less than $300,000 or such other amount specified 
by the Director under subsection (a)(3) in any fiscal year of such 
entity, shall be exempt for such fiscal year from compliance 
with 

(i) the audit requirements of this chapter; and 

(ii) any applicable requirements concerning financial audits 
contained in Federal statutes and regulations governing 
programs under which such Federal awards are provided to 
that non-Federal entity. 

 “(B) The provisions of subparagraph (A)(ii) of this paragraph shall 
not exempt a non-Federal entity from compliance with any 
provision of a Federal statute or regulation that requires such 
non-Federal entity to maintain records concerning Federal 
awards provided to such non-Federal entity or that permits a 
Federal agency, pass-through entity, or the Comptroller General 
access to such records. 

“(3) Every 2 years, the Director shall review the amount for requiring 
audits prescribed under paragraph (1)(A) and may adjust such 
dollar amount consistent with the purposes of this chapter, 
provided the Director does not make such adjustments below 
$300,000. 

“(b) (1) Except as provided in paragraphs (2) and (3), audits conducted 
pursuant to this chapter shall be conducted annually. 

“(2) A State or local government that is required by constitution or 
statute, in effect on January 1, 1987, to undergo its audits less 
frequently than annually, is permitted to undergo its audits pursuant 
to this chapter biennially. Audits conducted biennially under the 
provisions of this paragraph shall cover both years within the 
biennial period. 

“(3) Any nonprofit organization that had biennial audits for all biennial 
periods ending between July 1, 1992, and January 1, 1995, is 
permitted to undergo its audits pursuant to this chapter biennially. 
Audits conducted biennially under the provisions of this paragraph 
shall cover both years within the biennial period. 
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“(c) Each audit conducted pursuant to subsection (a) shall be conducted by 
an independent auditor in accordance with generally accepted 
government auditing standards, except that, for the purposes of this 
chapter, performance audits shall not be required except as authorized 
by the Director. 

“(d) Each single audit conducted pursuant to subsection (a) for any fiscal 
year shall 

“(1) cover the operations of the entire non-Federal entity; 

 or 

“(2) at the option of such non-Federal entity such audit shall include a series 
of audits that cover departments, agencies, and other organizational 
units which expended or otherwise administered Federal awards during 
such fiscal year provided that each such audit shall encompass the 
financial statements and schedule of expenditures of Federal awards for 
each such department, agency, and organizational unit, which shall be 
considered to be a non-Federal entity. 

“(e) The auditor shall— 

“(1) determine whether the financial statements are presented fairly in 
all material respects in conformity with generally accepted 
accounting principles; 

“(2) determine whether the schedule of expenditures of Federal awards 
is presented fairly in all material respects in relation to the financial 
statements taken as a whole; 

“(3) with respect to internal controls pertaining to the compliance 
requirements for each major program— 

“(A) obtain an understanding of such internal controls; 

“(B) assess control risk; and 

“(C) perform tests of controls unless the controls are deemed to be 
ineffective; and 

“(4) determine whether the non-Federal entity has complied with the 
provisions of laws, regulations, and contracts or grants pertaining to 
Federal awards that have a direct and material effect on each major 
program. 

“(f)(1) Each Federal agency which provides Federal awards to a recipient 
shall— 

“(A) provide such recipient the program names (and any identifying 
numbers) from which such awards are derived, and the Federal 
requirements which govern the use of such awards and the 
requirements of this chapter; and 
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“(B) review the audit of a recipient as necessary to determine 
whether prompt and appropriate corrective action has been 
taken with respect to audit findings, as defined by the Director, 
pertaining to Federal awards provided to the recipient by the 
Federal agency. 

“(2) Each pass-through entity shall— 

“(A) provide such subrecipient the program names (and any 
identifying numbers) from which such assistance is derived, and 
the Federal requirements which govern the use of such awards 
and the requirements of this chapter; 

“(B) monitor the subrecipient’s use of Federal awards through site 
visits, limited scope audits, or other means; 

“(C) review the audit of a subrecipient as necessary to determine 
whether prompt and appropriate corrective action has been 
taken with respect to audit findings, as defined by the Director, 
pertaining to Federal awards provided to the subrecipient by the 
pass-through entity; and 

“(D) require each of its subrecipients of Federal awards to permit, as 
a condition of receiving Federal awards, the independent auditor 
of the pass-through entity to have such access to the 
subrecipient’s records and financial statements as may be 
necessary for the pass-through entity to comply with this 
chapter. 

“(g)(1) The auditor shall report on the results of any audit conducted 
pursuant to this section, in accordance with guidance issued by the 
Director. 

“(2) When reporting on any single audit, the auditor shall include a 
summary of the auditor’s results regarding the non-Federal entity’s 
financial statements, internal controls, and compliance with laws 
and regulations. 

“(h) The non-Federal entity shall transmit the reporting package, which shall 
include the non-Federal entity’s financial statements, schedule of 
expenditures of Federal awards, corrective action plan defined under 
subsection (i), and auditor’s reports developed pursuant to this section, 
to a Federal clearinghouse designated by the Director, and make it 
available for public inspection within the earlier of 

“(1) 30 days after receipt of the auditor’s report; or 

“(2)(A) for a transition period of at least 2 years after the effective 
date of the Single Audit Act Amendments of 1996, as 
established by the Director, 13 months after the end of the 
period audited; or 
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(B) for fiscal years beginning after the period specified in subparagraph 
(A), 9 months after the end of the period audited, or within a longer 
time frame authorized by the Federal agency, determined under 
criteria issued under section 7504, when the 9-month time frame 
would place an undue burden on the non-Federal entity. 

“(i) If an audit conducted pursuant to this section discloses any audit 
findings, as defined by the Director, including material noncompliance 
with individual compliance requirements for a major program by, or 
reportable conditions in the internal controls of, the non-Federal entity 
with respect to the matters described in subsection (e), the non-Federal 
entity shall submit to Federal officials designated by the Director, a plan 
for corrective action to eliminate such audit findings or reportable 
conditions or a statement describing the reasons that corrective action 
is not necessary. Such plan shall be consistent with the audit resolution 
standard promulgated by the Comptroller General (as part of the 
standards for internal controls in the Federal Government) pursuant to 
section 3512(c). 

“(j) The Director may authorize pilot projects to test alternative methods of 
achieving the purposes of this chapter. Such pilot projects may begin 
only after consultation with the Chair and Ranking Minority Member of 
the Committee on Governmental Affairs of the Senate and the Chair 
and Ranking Minority Member of the Committee on Government 
Reform and Oversight of the House of Representatives. 

 “§ 7503. Relation to other audit requirements 

“(a) An audit conducted in accordance with this chapter shall be in lieu of 
any financial audit of Federal awards which a non-Federal entity is 
required to undergo under any other Federal law or regulation. To the 
extent that such audit provides a Federal agency with the 
information it requires to carry out its responsibilities under Federal 
law or regulation, a Federal agency shall rely upon and use that 
information. 

“(b) Notwithstanding subsection (a), a Federal agency may conduct or 
arrange for additional audits which are necessary to carry out its 
responsibilities under Federal law or regulation. The provisions of this 
chapter do not authorize any non-Federal entity (or subrecipient 
thereof) to constrain, in any manner, such agency from carrying out or 
arranging for such additional audits, except that the Federal agency 
shall plan such audits to not be duplicative of other audits of Federal 
awards. 

“(c) The provisions of this chapter do not limit the authority of Federal 
agencies to conduct, or arrange for the conduct of, audits and 
evaluations of Federal awards, nor limit the authority of any Federal 
agency Inspector General or other Federal official. 
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“(d) Subsection (a) shall apply to a non-Federal entity which undergoes an 
audit in accordance with this chapter even though it is not required by 
section 7502(a) to have such an audit. 

“(e) A Federal agency that provides Federal awards and conducts or 
arranges for audits of non-Federal entities receiving such awards that 
are in addition to the audits of non-Federal entities conducted pursuant 
to this chapter shall, consistent with other applicable law, arrange for 
funding the full cost of such additional audits. Any such additional 
audits shall be coordinated with the Federal agency determined under 
criteria issued under section 7504 to preclude duplication of the audits 
conducted pursuant to this chapter or other additional audits. 

“(f) Upon request by a Federal agency or the Comptroller General, any 
independent auditor conducting an audit pursuant to this chapter shall 
make the auditor’s working papers available to the Federal agency or 
the Comptroller General as part of a quality review, to resolve audit 
findings, or to carry out oversight responsibilities consistent with the 
purposes of this chapter. Such access to auditor’s working papers shall 
include the right to obtain copies. 

 “§ 7504. Federal agency responsibilities and relations with non-Federal 
entities 

“(a) Each Federal agency shall, in accordance with guidance issued by the 
Director under section 7505, with regard to Federal awards provided by 
the agency— 

“(1) monitor non-Federal entity use of Federal awards, and 

“(2) assess the quality of audits conducted under this chapter for audits 
of entities for which the agency is the single Federal agency 
determined under subsection (b). 

“(b) Each non-Federal entity shall have a single Federal agency, determined 
in accordance with criteria established by the Director, to provide the 
non-Federal entity with technical assistance and assist with 
implementation of this chapter. 

“(c) The Director shall designate a Federal clearinghouse to— 

“(1) receive copies of all reporting packages developed in accordance 
with this chapter; 

“(2) identify recipients that expend $300,000 or more in Federal awards 
or such other amount specified by the Director under section 
7502(a)(3) during the recipient’s fiscal year but did not undergo an 
audit in accordance with this chapter; and 

“(3) perform analyses to assist the Director in carrying out 
responsibilities under this chapter. 
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 “§ 7505. Regulations 

“(a) The Director, after consultation with the Comptroller General, and 
appropriate officials from Federal, State, and local governments and 
nonprofit organizations shall prescribe guidance to implement this 
chapter. Each Federal agency shall promulgate such amendments to 
its regulations as may be necessary to conform such regulations to the 
requirements of this chapter and of such guidance. 

“(b)(1) The guidance prescribed pursuant to subsection (a) shall include 
criteria for determining the appropriate charges to Federal awards 
for the cost of audits. Such criteria shall prohibit a non-Federal 
entity from charging to any Federal awards— 

“(A) the cost of any audit which is— 

“(i) not conducted in accordance with this chapter; 

or 

“(ii) conducted in accordance with this chapter when 
expenditures of Federal awards are less than amounts cited 
in section 7502(a)(1)(A) or specified by the Director under 
section 7502(a)(3), except that the Director may allow the 
cost of limited scope audits to monitor subrecipients in 
accordance with section 7502(f)(2)(B); and 

“(B) more than a reasonably proportionate share of the cost of any 
such audit that is conducted in accordance with this chapter. 

“(2) The criteria prescribed pursuant to paragraph (1) shall not, in the 
absence of documentation demonstrating a higher actual cost, 
permit the percentage of the cost of audits performed pursuant to 
this chapter charged to Federal awards, to exceed the ratio of total 
Federal awards expended by such non-Federal entity during the 
applicable fiscal year or years, to such non-Federal entity’s total 
expenditures during such fiscal year or years. 

“(c) Such guidance shall include such provisions as may be necessary to 
ensure that small business concerns and business concerns owned 
and controlled by socially and economically disadvantaged 
individuals will have the opportunity to participate in the 
performance of contracts awarded to fulfill the audit requirements of 
this chapter. 

 “§ 7506. Monitoring responsibilities of the Comptroller General 

“(a) The Comptroller General shall review provisions requiring financial 
audits of non-Federal entities that receive Federal awards that are 
contained in bills and resolutions reported by the committees of the 
Senate and the House of Representatives. 
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“(b) If the Comptroller General determines that a bill or resolution contains 
provisions that are inconsistent with the requirements of this chapter, 
the Comptroller General shall, at the earliest practicable date, notify in 
writing— 

“(1) the committee that reported such bill or resolution; and 

“(2)(A) the Committee on Governmental Affairs of the Senate (in the 
case of a bill or resolution reported by a committee of the 
Senate); or 

“(B) the Committee on Government Reform and Oversight of the 
House of Representatives (in the case of a bill or resolution 
reported by a committee of the House of Representatives). 

31 USC 7501 
note. 

“§ 7507. Effective date 

“This chapter shall apply to any non-Federal entity with respect to any of its 
fiscal years which begin after June 30, 1996.’’. 

SEC. 3. TRANSITIONAL APPLICATION 

Subject to section 7507 of title 31, United States Code (as amended by 
section 2 of this Act) the provisions of chapter 75 of such title (before 
amendment by section 2 of this Act) shall continue to apply to any State or 
local government with respect to any of its fiscal years beginning before 
July 1, 1996. 

  Approved July 5, 1996. 

LEGISLATIVE HISTORY—S. 1579 (H.R. 3184) 
 
HOUSE REPORTS: No. 104—607 accompanying H.R. 3184 (Comm. on 
Government Reform and Oversight). 
 
SENATE REPORTS: No. 104—266 (Comm. On Governmental Affairs). 
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 June 14, considered and passed Senate. 

 June 18, considered and passed House. 

WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS, Vol. 32 (1996): 

 July 5, Presidential statement. 
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Appendix B 

ILLUSTRATIVE REPORTS  
AND SCHEDULE OF FINDINGS  

AND QUESTIONED COSTS1 

1 

 

This appendix is included for supplementary purposes only  
and is not required for CPE credit. 

  

                                                        
1
 This content is from the 2018 Audit Guide Government Auditing Standards and Single Audits published by the 

AICPA. 
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Appendix — Illustrative Auditor’s Reports Under the Uniform Guidance 

NOTE:  The reports contained in this document are from the 2018 AICPA Audit Guide, 
Government Auditing Standards and Single Audits. References within this appendix are to 
other sections and paragraphs of the GAS audit guide.   

13.66 This appendix contains examples of the report on compliance with requirements that could have 

a direct and material effect on each major federal program and on internal control over 

compliance issued under the audit requirements of Title 2 U.S. Code of Federal Regulations Part 

200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 

Awards (Uniform Guidance), in various circumstances as discussed in this chapter. The following 

table lists the illustrative reports. Auditors, using professional judgment, may adapt these 

examples to other situations not specifically addressed in this guide. 

Example No. Title 

13-1 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of Federal 
Awards Required by the Uniform Guidance (Unmodified Opinion on 
Compliance for Each Major Federal Program; No Material Weaknesses or 
Significant Deficiencies in Internal Control Over Compliance Identified) 

13-2 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of Federal 
Awards Required by the Uniform Guidance (Unmodified Opinion on 
Compliance for Each Major Federal Program; Significant Deficiencies in Internal 
Control Over Compliance Identified) 

13-3 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of Federal 
Awards Required by the Uniform Guidance (Unmodified Opinion on 
Compliance for Each Major Federal Program; Material Weaknesses in Internal 
Control Over Compliance Identified; No Significant Deficiencies in Internal 
Control Over Compliance Identified) 

13-4 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of 
Federal Awards Required by the Uniform Guidance (Qualified Opinion on 
Compliance for One Major Federal Program; Unmodified Opinion on 
Compliance on Each of the Other Major Federal Programs; Material 
Weaknesses and Significant Deficiencies in Internal Control Over 
Compliance Identified) 
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Example No. Title 

13-5 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of 
Federal Awards Required by the Uniform Guidance (Qualified Opinion on 
Compliance—Scope Limitation for One Major Federal Program; Unmodified 
Opinion on Compliance on Each of the Other Major Federal Programs; 
Significant Deficiencies in Internal Control Over Compliance Identified) 

13-6 Report on Compliance for Each Major Federal Program; Report on Internal 
Control Over Compliance; and Report on Schedule of Expenditures of Federal 
Awards Required by the Uniform Guidance (Adverse Opinion on Compliance 
for One Major Federal Program; Unmodified Opinion on Compliance on Each of 
the Other Major Federal Programs; Material Weaknesses and Significant 
Deficiencies in Internal Control Over Compliance Identified) 

13-7 Schedule of Findings and Questioned Costs 

13-8 Report on Schedule of Expenditures of Federal Awards When the Auditor Is 
Issuing a Stand-Alone Report Under AU-C Section 805, Special 
Considerations—Audits of Single Financial Statements and Specific Elements, 
Accounts, or Items of a Financial Statement (Unmodified Opinion on Schedule 
of Expenditures of Federal Awards) 

In a single audit, auditors also are required to issue (a) an opinion (or disclaimer of opinion) on the 

financial statements and on the supplementary schedule of expenditures of federal awards and 

(b) a report on internal control over financial reporting and on compliance and other matters 

based on an audit of financial statements performed in accordance with Government Auditing 

Standards. The appendix in chapter 4, “Auditor Reporting Requirements and Other 

Communication Considerations of Government Auditing Standards,” of this guide illustrates those 

reports. The appendix in chapter 14, “Program-Specific Audits,” of this guide illustrates the reports 

issued for a program-specific audit. 
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Example 13-1 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Unmodified Opinion on Compliance for Each Major Federal Program; No Material Weaknesses or Significant 

Deficiencies in Internal Control Over Compliance Identified) 

2 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements 3  

described in the OMB Compliance Supplement that could have a direct and material effect 4  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  5  

                                                        
2 

Examples 13-1–13-6 are intended to provide illustrations for various situations. Auditors, using professional 

judgment, may adapt these examples to other situations not specifically addressed within the illustrations. For 

example, the compliance section of one example may be used along with the internal control section of another. 
3 

Under 2 CFR 200.516(a) the auditor's determination of whether a noncompliance with federal statutes, regulations, 

or the terms and conditions of federal awards is material for the purpose of reporting an audit finding is in relation 

to a type of compliance requirement for a major program identified in the Office of Management and Budget (OMB) 

Compliance Supplement (Compliance Supplement). Further, the auditor’s determination of whether a deficiency in 

internal control over compliance is a significant deficiency or material weakness for the purpose of reporting an 

audit finding is also in relation to a type of compliance requirement for a major federal program identified in the 

Compliance Supplement. The reference to “type of compliance requirements” used here and elsewhere in this report 

illustration refers to the 12 types of compliance requirements described in Part 3 of the Compliance Supplement. 
4 

AU-C section 935, Compliance Audits (AICPA, Professional Standards), defines applicable compliance requirements 

as the compliance requirements that are subject to the compliance audit. According to 2 CFR 200.515, the auditor’s 

report on compliance with federal statutes, regulations, and the terms and conditions of federal awards must 

include an opinion (or disclaimer of opinion) regarding whether the auditee complied with federal statutes, 

regulations, and the terms and conditions of federal awards that could have a direct and material effect on each 

major program. Therefore, in a compliance audit performed under Title 2 U.S. Code of Federal Regulations (CFR) 

Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform 

Guidance), the applicable compliance requirements are those that are subject to audit. Accordingly, for the purpose 

of adapting AU-C section 935 to a Uniform Guidance compliance audit, the term applicable has been replaced by 

direct and material when referencing such compliance requirements in this report. See also footnote 2 of this 

appendix for a discussion related to the determination of material noncompliance. 
5 

As discussed in paragraph 13.33 and in chapter 6, “Planning Considerations Under the Uniform Guidance,” of this 

guide, there are situations in which the audit of federal awards may not encompass the entirety of the auditee's 

operations. In this case, the operations that are not included should be identified in a separate paragraph following 

the first paragraph of the report. An example of such a paragraph follows: 
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Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs.  

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for each 

major federal program. However, our audit does not provide a legal determination of Example 

Entity’s compliance. 

Opinion on Each Major Federal Program 

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its major 

federal programs for the year ended June 30, 20X1.  

Other Matters 6  

The results of our auditing procedures disclosed instances of noncompliance which are required 

to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

                                                                                                                                                                                                

Example Entity's basic financial statements include the operations of the [identify organizational unit, such as a 

governmental component unit, an operating unit, or a department], which expended [include dollar amount, if known] 

in federal awards which is not included in Example Entity’s schedule of expenditures of federal awards during the 

year ended June 30, 20X1. Our audit, described below, did not include the operations of [identify organizational unit] 

because [state the reason for the omission, such as the organizational unit engaged other auditors to perform an 

audit of compliance]. 
6 

When there are no findings that are required to be reported, this “Other Matters” section of the report would be 

omitted. 
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the related findings, for example, 20X1-001 and 20X1-002]. 

7  Our opinion on each major federal 

program is not modified with respect to these matters. 

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

8,
  

9  

Report on Internal Control Over Compliance 

10  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a 

combination of deficiencies, in internal control over compliance with a type of compliance 

                                                        
7 

The auditor may also consider adding a table to this section of the report, similar to the illustration provided in 

footnote 60, to more clearly communicate the other findings that are being reported and the programs and 

requirements to which they relate. 
8 

Although not required, the auditor may include this paragraph to clarify that the auditor is not providing an opinion 

on management’s response. See paragraph 13.27 for additional information. 
9 

Although the auditor does not audit management’s response to identified findings, the auditor does have certain 

responsibilities related to reporting the views of responsible officials under the Uniform Guidance and Government 

Auditing Standards. See paragraphs 13.39h and 13.50 for further discussion. 
10 

Examples 13-1–13-6 illustrate combined reports that also include the reporting on internal control over 

compliance. If an auditor prefers to issue a separate report on internal control over compliance, this section would 

be omitted from the report. AU-C section 935 includes required elements for separate reporting on internal control 

over compliance. 
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requirement of a federal program that is less severe than a material weakness in internal control 

over compliance, yet important enough to merit attention by those charged with governance.  

11  

Our consideration of internal control over compliance was for the limited purpose described in the 

first paragraph of this section and was not designed to identify all deficiencies in internal control 

over compliance that might be material weaknesses or significant deficiencies. We did not 

identify any deficiencies in internal control over compliance that we consider to be material 

weaknesses. However, material weaknesses may exist that have not been identified. 

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

12  

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance  

13,
  

14  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

                                                        
11 

Although the definitions of deficiency in internal control over compliance and material weakness in internal control 

over compliance are required in all reporting, the definition of significant deficiency in internal control over 

compliance is not required to be included in the report when no significant deficiencies in internal control over 

compliance have been identified. However, for clarity purposes, the definition of significant deficiency in internal 

control over compliance is included in the example reports found in this appendix regardless of the type of 

deficiencies identified. The definitions included in this report are based on the definitions found in AU-C section 935. 
12 

This paragraph has been adapted from AU-C section 905, Alert That Restricts the Use of the Auditor’s Written 

Communication, to relate to the reporting on internal control over compliance that is required in an audit of 

compliance in accordance with the Uniform Guidance. 
13 

The wording of this report is based AU-C section 725, Supplementary Information in Relation to the Financial 

Statements as a Whole. 
14 

As noted in paragraph 13.06, this guide recommends reporting on the schedule of expenditures of federal awards 

in the report on the financial statements. Chapter 4, “Auditor Reporting Requirements and Other Communication 

Considerations of Government Auditing Standards,” of this guide illustrates the reporting on the schedule when such 

reporting is included in the financial statement report. However, as noted in paragraph 13.19, there may be certain 

circumstances when the auditor’s report on the schedule is incorporated into the report issued to meet the 

requirements of the Uniform Guidance. Therefore, examples 13-1–13-6 illustrate the inclusion of the auditor’s in-

relation-to reporting on the schedule of expenditures of federal awards. Its inclusion in these examples is not 

intended to imply a best practice. If the in-relation-to reporting on the schedule is included in the report on the 

financial statements or in a separate report, this section would be omitted, and the title of the report would be 

modified as follows:  

“Report on Compliance for Each Major Federal Program and Report on Internal Control Over Compliance Required 

by the Uniform Guidance.” 



© 2019 Association of International Certified Professional Accountants. All rights reserved. B-9 

responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

15  

[Auditor’s signature] 

[Auditor’s city and state] 

16  

[Date of the auditor’s report] 

17  

                                                        
15 

The wording of this report on the schedule of expenditures of federal awards refers to the financial statements of 

a nongovernmental entity. For audits of governmental entities, it would be replaced with the following: 

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance 

We have audited the financial statements of the governmental activities, the business-type activities, the aggregate 

discretely presented component units, each major fund, and the aggregate remaining fund information of Example 

Entity as of and for the year ended June 30, 20X1, and the related notes to the financial statements, which 

collectively comprise Example Entity’s basic financial statements. We issued our report thereon dated August 15, 

20X1, which contained unmodified opinions on those financial statements. Our audit was conducted for the 

purpose of forming opinions on the financial statements that collectively comprise the basic financial statements. 

The accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as 

required by the Uniform Guidance and is not a required part of the basic financial statements. Such information is 

the responsibility of management and was derived from and relates directly to the underlying accounting and other 

records used to prepare the basic financial statements. The information has been subjected to the auditing 

procedures applied in the audit of the financial statements and certain additional procedures, including comparing 

and reconciling such information directly to the underlying accounting and other records used to prepare the basic 

financial statements or to the basic financial statements themselves, and other additional procedures in 

accordance with auditing standards generally accepted in the United States of America. In our opinion, the schedule 

of expenditures of federal awards is fairly stated in all material respects in relation to the basic financial statements 

as a whole. 
16 

AU-C section 700, Forming an Opinion and Reporting on Financial Statements, provides that the auditor’s report 

should name the city and state where the auditor practices. City and State on a firm’s letterhead typically is 

sufficient to meet this requirement. Technical Questions and Answers section 9100.08, “Audit Firm With Multiple 

Offices on Their Company Letterhead and Effect on Report” (Technical Questions and Answers), notes that when a 

firm’s letterhead contains multiple office locations, the auditor would need to indicate the city and state where the 

auditor practices in the auditor’s report. 
17 

As noted in footnote 13, examples 13-1–13-6 illustrate the inclusion of the in-relation-to opinion on the schedule 

of expenditures of federal awards. AU-C section 725 states that the date of the auditor’s report on supplementary 

information (for example, the schedule of expenditures of federal awards in these illustrations) in relation to the 

financial statements as a whole should not be earlier than the date on which the auditor completed the procedures 

required by AU-C section 725. Therefore, when the required procedures in AU-C section 725 are completed on an 
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Example 13-2 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Unmodified Opinion on Compliance for Each Major Federal Program; Significant Deficiencies in Internal 

Control Over Compliance Identified) 

18 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements  

19  

described in the OMB Compliance Supplement that could have a direct and material effect  

20  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

21  

Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

                                                                                                                                                                                                

earlier date than that of the auditor’s “Report on Compliance for Each Major Federal Program,” the auditor would 

dual-date this report. See the discussion beginning at paragraph 13.16 of this guide for further discussion of dating 

the in-relation-to reporting on the schedule of expenditures of federal awards. Illustrative wording when dual dating 

the report is as follows: 

[Date], except for our report on the Schedule of Expenditures of Federal Awards, for which the date is [Date the in-

relation-to procedures completed] 

18 
See footnote 1. 

19 
See footnote 2. 

20 
See footnote 3. 

21 
See footnote 4. 
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reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for each 

major federal program. However, our audit does not provide a legal determination of Example 

Entity’s compliance. 

Opinion on Each Major Federal Program 

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its major 

federal programs for the year ended June 30, 20X1.  

Other Matters 

22  

The results of our auditing procedures disclosed instances of noncompliance which are required 

to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example, 20X1-001 and 20X1-002]. 

23  Our opinion on each major federal 

program is not modified with respect to these matters.  

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

24, 25  

Report on Internal Control Over Compliance 

26  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

                                                        
22 

See footnote 5. 
23 

See footnote 6. 
24 

See footnote 7. 
25 

See footnote 8. 
26 

See footnote 9. 
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internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a 

combination of deficiencies, in internal control over compliance with a type of compliance 

requirement of a federal program that is less severe than a material weakness in internal control 

over compliance, yet important enough to merit attention by those charged with governance.  

27  

Our consideration of internal control over compliance was for the limited purpose described in the 

first paragraph of this section and was not designed to identify all deficiencies in internal control 

over compliance that might be material weaknesses or significant deficiencies and therefore, 

material weaknesses or significant deficiencies may exist that have not been identified. We did 

not identify any deficiencies in internal control over compliance that we consider to be material 

weaknesses. However, we did identify certain deficiencies in internal control over compliance, 

described in the accompanying schedule of findings and questioned costs as items [list the 

reference numbers of the related findings, for example, 20X1-003, 20X1-004, and 20X1-005], 

28  that 

we consider to be significant deficiencies. 

Example Entity’s response to the internal control over compliance findings identified in our audit 

is described in the accompanying [insert name of document containing management’s response 

to the auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 

action plan]. Example Entity’s response was not subjected to the auditing procedures applied in 

the audit of compliance and, accordingly, we express no opinion on the response.  

29,
  

30 

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

31  

                                                        
27 

See footnote 10. 
28 

The auditor may also consider adding a table to this section of the report, similar to the illustration provided in 

footnote 60, to more clearly communicate any material weaknesses or significant deficiencies that were identified 

and the programs and requirements to which they relate. 
29 

See footnote 7. 
30 

See footnote 8. 
31 

See footnote 11. 
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Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance 

32,
  

33  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

34  

[Auditor’s signature] 

[Auditor’s city and state] 

35  

[Date of the auditor’s report]  

36  

  

                                                        
32 

See footnote 12. 
33 

See footnote 13. 
34 

See footnote 14. 
35 

See footnote 15. 
36 

See footnote 16. 
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Example 13-3 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Unmodified Opinion on Compliance for Each Major Federal Program; Material Weaknesses in Internal 

Control Over Compliance Identified; No Significant Deficiencies in  

Internal Control Over Compliance Identified) 

37 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements  

38  

described in the OMB Compliance Supplement that could have a direct and material effect  

39  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

40  

Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances. 

                                                        
37 

See footnote 1. 
38 

See footnote 2. 
39 

See footnote 3. 
40 

See footnote 4. 
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We believe that our audit provides a reasonable basis for our opinion on compliance for each 

major federal program. However, our audit does not provide a legal determination of Example 

Entity’s compliance. 

Opinion on Each Major Federal Program 

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its major 

federal programs for the year ended June 30, 20X1.  

Other Matters 

41  

The results of our auditing procedures disclosed instances of noncompliance which are required 

to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example, 20X1-001 and 20X1-002]. 

42  Our opinion on each major federal 

program is not modified with respect to these matters.  

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

43,
  

44  

Report on Internal Control Over Compliance 

45  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

                                                        
41 

See footnote 5. 
42 

See footnote 6. 
43 

See footnote 7. 
44 

See footnote 8. 
45 

See footnote 9. 
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compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a 

combination of deficiencies, in internal control over compliance with a type of compliance 

requirement of a federal program that is less severe than a material weakness in internal control 

over compliance, yet important enough to merit attention by those charged with governance.  

46  

Our consideration of internal control over compliance was for the limited purpose described in the 

first paragraph of this section and was not designed to identify all deficiencies in internal control 

over compliance that might be material weaknesses or significant deficiencies and therefore, 

material weaknesses or significant deficiencies may exist that have not been identified. We did 

identify certain deficiencies in internal control over compliance, described in the accompanying 

schedule of findings and questioned costs as items [list the reference numbers of the related 

findings, for example, 20X1-003, 20X1-004, and 20X1-005], 

47  that we consider to be material 

weaknesses. 

Example Entity’s response to the internal control over compliance findings identified in our audit 

is described in the accompanying [insert name of document containing management’s response 

to the auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 

action plan]. Example Entity’s response was not subjected to the auditing procedures applied in 

the audit of compliance and, accordingly, we express no opinion on the response.  

48,
 

49  

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

50  

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance 

51,
  

52  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

                                                        
46 

See footnote 10. 
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See footnote 27. 
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See footnote 7. 
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See footnote 8. 
50 

See footnote 11. 
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See footnote 12. 
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See footnote 13. 
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responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

53  

[Auditor’s signature] 

[Auditor’s city and state] 

54  

[Date of the auditor’s report] 

55  

Example 13-4 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Qualified Opinion on Compliance for One Major Federal Program; Unmodified Opinion on Compliance on 

Each of the Other Major Federal Programs; Material Weaknesses and Significant Deficiencies in Internal 

Control Over Compliance Identified) 

56 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements  

57  

described in the OMB Compliance Supplement that could have a direct and material effect  

58  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

59  
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See footnote 16. 
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Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs.  

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our qualified and unmodified opinions 

on compliance for major federal programs. However, our audit does not provide a legal 

determination of Example Entity’s compliance. 

Basis for Qualified Opinion on [Identify Major Federal Program] 

60,
  

61  

As described in the accompanying schedule of findings and questioned costs, Example Entity did 

not comply with requirements regarding [identify the major federal program and associated finding 

number(s) matched to the type(s) of compliance requirements; for example, CFDA 93.600 Head 

Start as described in finding numbers 20X1-001 for Eligibility and 20X1-002 for Reporting]. 

                                                        
60 

The heading to this section, and the qualified opinion paragraph that follows, illustrates identifying the specific 

major federal programs being referred to in each heading. 
61 

The auditor may also consider adding a table to more clearly communicate the basis for the qualified opinion 

such as the following: 

As described in Findings 20X1-001 and 20X1-002 in the accompanying schedule of findings and questioned costs, 

Example Entity did not comply with requirements regarding the following: 

Finding # CFDA # Program (or Cluster) Name Compliance Requirement 

20X1-001 93.600 Head Start Eligibility  

20X1-002 93.600 Head Start Reporting 

Compliance with such requirements is necessary, in our opinion, for Example Entity to comply with the 

requirements applicable to that program. 
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Compliance with such requirements is necessary, in our opinion, for Example Entity to comply 

with the requirements applicable to that program. 

Qualified Opinion on [Identify Major Federal Program] 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion 

paragraph, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on [identify the major 

federal program] for the year ended June 30, 20X1. 

Unmodified Opinion on Each of the Other Major Federal Programs 

62  

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its other 

major federal programs identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs for the year ended June 30, 20X1.  

Other Matters 

63  

The results of our auditing procedures disclosed other instances of noncompliance which are 

required to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example, 20X1-003 and 20X1-004]. 

64 Our opinion on each major federal 

program is not modified with respect to these matters. 

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

65,
  

66  

  

                                                        
62 

There is nothing to preclude an auditor from including the name(s) of the federal programs for which the auditor 

is providing an unmodified opinion in this heading or in the opinion paragraph itself. This example illustrates 

referencing the other major federal programs more generally in the unmodified opinion heading and in the opinion 

paragraph, along with a reference to the summary of auditor’s results section of the schedule of findings and 

questioned costs where the other major federal programs are specifically identified. 
63 

When there are no “other instances of noncompliance” that are required to be reported, the first paragraph in the 

“Other Matters” section of the report would be omitted. However, when there are compliance findings referred to 

elsewhere in the report (for example, as the basis for a modified opinion), the second paragraph and the “Other 

Matters” subheading would be retained. 
64 

See footnote 6. 
65 

See footnote 7. 
66 

See footnote 8. 



© 2019 Association of International Certified Professional Accountants. All rights reserved. B-20 

Report on Internal Control Over Compliance 

67  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

Our consideration of internal control over compliance was for the limited purpose described in the 

preceding paragraph and was not designed to identify all deficiencies in internal control over 

compliance that might be material weaknesses or significant deficiencies and therefore, material 

weaknesses or significant deficiencies may exist that have not been identified. However, as 

discussed below, we did identify certain deficiencies in internal control over compliance that we 

consider to be material weaknesses and significant deficiencies. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. We consider the deficiencies in internal control over compliance described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example 20X1-005 and 20X1-006] 

68  to be material weaknesses. 

A significant deficiency in internal control over compliance is a deficiency, or a combination of 

deficiencies, in internal control over compliance with a type of compliance requirement of a 

federal program that is less severe than a material weakness in internal control over compliance, 

yet important enough to merit attention by those charged with governance.  

69  We consider the 

deficiencies in internal control over compliance described in the accompanying schedule of 

findings and questioned costs as items [list the reference numbers of the related findings, for 

example 20X1-007 and 20X1-008] 

70  to be significant deficiencies. 

                                                        
67 

See footnote 9. 
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See footnote 27. 
69 

See footnote 10. 
70 

See footnote 27. 
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Example Entity’s response to the internal control over compliance findings identified in our audit 

is described in the accompanying [insert name of document containing management’s response 

to the auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 

action plan]. Example Entity’s response was not subjected to the auditing procedures applied in 

the audit of compliance and, accordingly, we express no opinion on the response.  

71,
  

72  

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

73  

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance  

74,
  

75  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

76  

[Auditor’s signature] 

[Auditor’s city and state] 

77  

[Date of the auditor’s report] 

78  
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Example 13-5 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Qualified Opinion on Compliance—Scope Limitation for One Major Federal Program; Unmodified Opinion on 

Compliance on Each of the Other Major Federal Programs; Significant Deficiencies in Internal Control Over 

Compliance Identified) 

79 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements  80  

described in the OMB Compliance Supplement that could have a direct and material effect  

81  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

82  

Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs.  

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity ’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances.  
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See footnote 1. 
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We believe that our audit provides a reasonable basis for our qualified and unmodified opinions 

on compliance for major federal programs. However, our audit does not provide a legal 

determination of Example Entity’s compliance. 

Basis for Qualified Opinion on [Identify Major Federal Program] 83,
  

84  

As described in the accompanying schedule of findings and questioned costs, we were unable to 

obtain sufficient appropriate audit evidence supporting the compliance of Example Entity with 

[identify the major federal program and associated finding number(s) matched to the type(s) of 

compliance requirements; for example, CFDA 93.600 Head Start as described in finding numbers 

20X1-001 for Eligibility and 20X1-002 for Reporting], consequently we were unable to determine 

whether Example Entity complied with those requirements applicable to that program. 

Qualified Opinion on [Identify Major Federal Program] 

In our opinion, except for the possible effects of the matter described in the Basis for Qualified 

Opinion paragraph, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on [identify the major 

federal program] for the year ended June 30, 20X1. 

Unmodified Opinion on Each of the Other Major Federal Programs 

85  

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its other 

major federal programs identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs for the year ended June 30, 20X1.  

Other Matters 

86  

The results of our auditing procedures disclosed other instances of noncompliance which are 

required to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example, 20X1-003 and 20X1-004]. 

87  Our opinion on each major federal 

program is not modified with respect to these matters. 

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

88,
  

89  
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Report on Internal Control Over Compliance 

90  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a 

combination of deficiencies, in internal control over compliance with a type of compliance 

requirement of a federal program that is less severe than a material weakness in internal control 

over compliance, yet important enough to merit attention by those charged with governance.  

91  

Our consideration of internal control over compliance was for the limited purpose described in the 

first paragraph of this section and was not designed to identify all deficiencies in internal control 

over compliance that might be material weaknesses or significant deficiencies and therefore, 

material weaknesses or significant deficiencies may exist that have not been identified. We did 

not identify any deficiencies in internal control over compliance that we consider to be material 

weaknesses. However, we did identify certain deficiencies in internal control over compliance, 

described in the accompanying schedule of findings and questioned costs as items [list the 

reference numbers of the related findings, for example, 20X1-005, 20X1-006, and 20X1-007] 

92  that 

we consider to be significant deficiencies. 

Example Entity’s response to the internal control over compliance findings identified in our audit 

is described in the accompanying [insert name of document containing management’s response 

to the auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 

                                                                                                                                                                                                
89 

See footnote 8. 
90 

See footnote 9. 
91 

See footnote 10. 
92 

See footnote 27. 
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action plan]. Example Entity’s response was not subjected to the auditing procedures applied in 

the audit of compliance and, accordingly, we express no opinion on the response.  

93,
  

94  

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

95  

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance 

96,
  

97  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

98  

[Auditor’s signature] 

[Auditor’s city and state] 

99  

[Date of the auditor’s report] 

100  

  

                                                        
93 

See footnote 7. 
94 

See footnote 8. 
95 

See footnote 11. 
96 

See footnote 12. 
97 

See footnote 13. 
98 

See footnote 14. 
99 

See footnote 15. 
100 

See footnote 16. 
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Example 13-6 

Report on Compliance for Each Major Federal Program; Report on Internal Control Over 

Compliance; and Report on Schedule of Expenditures of Federal Awards Required by the 

Uniform Guidance 

(Adverse Opinion on Compliance for One Major Federal Program; Unmodified Opinion on Compliance on 

Each of the Other Major Federal Programs; Material Weaknesses and Significant Deficiencies in Internal 

Control Over Compliance Identified) 

101 

Independent Auditor's Report 

[Appropriate Addressee] 

Report on Compliance for Each Major Federal Program 

We have audited Example Entity’s compliance with the types of compliance requirements  

102  

described in the OMB Compliance Supplement that could have a direct and material effect  

103  on 

each of Example Entity’s major federal programs for the year ended June 30, 20X1. Example 

Entity’s major federal programs are identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs.  

104  

Management’s Responsibility 

Management is responsible for compliance with federal statutes, regulations, and the terms and 

conditions of its federal awards applicable to its federal programs.  

Auditor’s Responsibility 

Our responsibility is to express an opinion on compliance for each of Example Entity’s major 

federal programs based on our audit of the types of compliance requirements referred to above. 

We conducted our audit of compliance in accordance with auditing standards generally accepted 

in the United States of America; the standards applicable to financial audits contained in 

Government Auditing Standards, issued by the Comptroller General of the United States; and the 

audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative 

Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 

Those standards and the Uniform Guidance require that we plan and perform the audit to obtain 

reasonable assurance about whether noncompliance with the types of compliance requirements 

referred to above that could have a direct and material effect on a major federal program 

occurred. An audit includes examining, on a test basis, evidence about Example Entity’s 

compliance with those requirements and performing such other procedures as we considered 

necessary in the circumstances. 

                                                        
101 

See footnote 1. 
102 

See footnote 2. 
103 

See footnote 3. 
104 

See footnote 4. 
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We believe that our audit provides a reasonable basis for our adverse and unmodified opinions on 

compliance for major federal programs. However, our audit does not provide a legal 

determination of Example Entity’s compliance. 

Basis for Adverse Opinion on [Identify Major Federal Program]  

105,
 

106  

As described in the accompanying schedule of findings and questioned costs, Example Entity did 

not comply with requirements regarding [identify the major federal program and associated finding 

number(s) matched to the type(s) of compliance requirements; for example, CFDA 93.600 Head 

Start as described in finding numbers 20X1-001 for Eligibility and 20X1-002 for Reporting]. 

Compliance with such requirements is necessary, in our opinion, for Example Entity to comply 

with the requirements applicable to that program. 

Adverse Opinion on [Identify Major Federal Program] 

In our opinion, because of the significance of the matter discussed in the Basis for Adverse 

Opinion paragraph, Example Entity did not comply in all material respects, with the types of 

compliance requirements referred to above that could have a direct and material effect on 

[identify the major federal program] for the year ended June 30, 20X1. 

Unmodified Opinion on Each of the Other Major Federal Programs 

107
  

In our opinion, Example Entity complied, in all material respects, with the types of compliance 

requirements referred to above that could have a direct and material effect on each of its other 

major federal programs identified in the summary of auditor’s results section of the 

accompanying schedule of findings and questioned costs for the year ended June 30, 20X1.  

Other Matters 

108
  

The results of our auditing procedures disclosed other instances of noncompliance which are 

required to be reported in accordance with the Uniform Guidance and which are described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example, 20X1-003 and 20X1-004]. 

109
  Our opinion on each major federal 

program is not modified with respect to these matters. 

Example Entity’s response to the noncompliance findings identified in our audit is described in the 

accompanying [insert name of document containing management’s response to the auditor’s 

findings; for example, schedule of findings and questioned costs and/or corrective action plan]. 

Example Entity’s response was not subjected to the auditing procedures applied in the audit of 

compliance and, accordingly, we express no opinion on the response.  

110,
  

111
  

                                                        
105 

See footnote 59. 
106 

See footnote 60. 
107 

See footnote 61. 
108 

See footnote 62. 
109 

See footnote 6. 
110 

See footnote 7. 
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Report on Internal Control Over Compliance 

112
  

Management of Example Entity is responsible for establishing and maintaining effective internal 

control over compliance with the types of compliance requirements referred to above. In planning 

and performing our audit of compliance, we considered Example Entity’s internal control over 

compliance with the types of requirements that could have a direct and material effect on each 

major federal program to determine the auditing procedures that are appropriate in the 

circumstances for the purpose of expressing an opinion on compliance for each major federal 

program and to test and report on internal control over compliance in accordance with the 

Uniform Guidance, but not for the purpose of expressing an opinion on the effectiveness of 

internal control over compliance. Accordingly, we do not express an opinion on the effectiveness 

of Example Entity’s internal control over compliance. 

Our consideration of internal control over compliance was for the limited purpose described in the 

preceding paragraph and was not designed to identify all deficiencies in internal control over 

compliance that might be material weaknesses or significant deficiencies and therefore, material 

weaknesses or significant deficiencies may exist that have not been identified. However, as 

discussed below, we did identify certain deficiencies in internal control over compliance that we 

consider to be material weaknesses and significant deficiencies. 

A deficiency in internal control over compliance exists when the design or operation of a control 

over compliance does not allow management or employees, in the normal course of performing 

their assigned functions, to prevent, or detect and correct, noncompliance with a type of 

compliance requirement of a federal program on a timely basis. A material weakness in internal 

control over compliance is a deficiency, or a combination of deficiencies, in internal control over 

compliance, such that there is a reasonable possibility that material noncompliance with a type of 

compliance requirement of a federal program will not be prevented, or detected and corrected, on 

a timely basis. We consider the deficiencies in internal control over compliance described in the 

accompanying schedule of findings and questioned costs as items [list the reference numbers of 

the related findings, for example 20X1-005 and 20X1-006] 

113
  to be material weaknesses. 

A significant deficiency in internal control over compliance is a deficiency, or a combination of 

deficiencies, in internal control over compliance with a type of compliance requirement of a 

federal program that is less severe than a material weakness in internal control over compliance, 

yet important enough to merit attention by those charged with governance.  

114
  We consider the 

deficiencies in internal control over compliance described in the accompanying schedule of 

findings and questioned costs as items [list the reference numbers of the related findings, for 

example 20X1-007 and 20X1-008] 

115
  to be significant deficiencies. 

                                                                                                                                                                                                
111 

See footnote 8. 
112 

See footnote 9. 
113 

See footnote 27. 
114 

See footnote 10. 
115 

See footnote 27. 
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Example Entity’s response to the internal control over compliance findings identified in our audit 

is described in the accompanying [insert name of document containing management’s response 

to the auditor’s findings; for example, schedule of findings and questioned costs and/or corrective 

action plan]. Example Entity’s response was not subjected to the auditing procedures applied in 

the audit of compliance and, accordingly, we express no opinion on the response.  

116,
  

117  

The purpose of this report on internal control over compliance is solely to describe the scope of 

our testing of internal control over compliance and the results of that testing based on the 

requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other 

purpose. 

118  

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance  

119,
  

120  

We have audited the financial statements of Example Entity as of and for the year ended June 30, 

20X1, and have issued our report thereon dated August 15, 20X1, which contained an unmodified 

opinion on those financial statements. Our audit was conducted for the purpose of forming an 

opinion on the financial statements as a whole. The accompanying schedule of expenditures of 

federal awards is presented for purposes of additional analysis as required by the Uniform 

Guidance and is not a required part of the financial statements. Such information is the 

responsibility of management and was derived from and relates directly to the underlying 

accounting and other records used to prepare the financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the financial statements and certain 

additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the financial statements or to the 

financial statements themselves, and other additional procedures in accordance with auditing 

standards generally accepted in the United States of America. In our opinion, the schedule of 

expenditures of federal awards is fairly stated in all material respects in relation to the financial 

statements as a whole.  

121
  

[Auditor’s signature] 

[Auditor’s city and state] 

122
  

[Date of the auditor’s report] 

123
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See footnote 7. 
117 

See footnote 8. 
118 

See footnote 11. 
119 

See footnote 12. 
120 

See footnote 13. 
121 

See footnote 14. 
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See footnote 15. 
123 

See footnote 16. 
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Example 13-7 

Schedule of Findings and Questioned Costs 

Section I—Summary of Auditor's Results 

Financial Statements 

Type of report the auditor issued on whether the financial statements audited were prepared in 
accordance with GAAP [unmodified, qualified, adverse, or disclaimer]: 

124 
 

Internal control over financial reporting: 

 Material weakness(es) identified? ______ yes ______ no 

 Significant deficiency(ies) identified? ______ yes ______ none reported 

Noncompliance material to financial 
statements noted? 

______ yes ______ no 

Federal Awards 

Internal control over major federal programs:    

 Material weakness(es) identified? ______ yes ______ no 

 Significant deficiency(ies) identified? ______ yes ______ none reported 

Type of auditor's report issued on compliance for major federal programs [unmodified, 
qualified, adverse, or disclaimer]: 

125,
  

126 
 

                                                        
124 

As explained in the AICPA Audit and Accounting Guide State and Local Governments, the auditor generally 

expresses or disclaims an opinion on a government’s basic financial statements by providing an opinion or 

disclaimer of opinion on each opinion unit required to be presented in those financial statements. Therefore, there 

could be multiple responses to this question for audits of a government’s basic financial statements. 
125 

If the audit report for one or more major federal programs is other than unmodified, indicate the type of report 

issued for each program. For example, if the audit report on major federal program compliance for an auditee 

having five major federal programs includes an unmodified opinion for three of the programs, a qualified opinion for 

one program, and a disclaimer of opinion for one program, the response to this question could be as follows:  

“Unmodified for all major federal programs except for [name of program], which was qualified and [name of 

program], which was a disclaimer.” 

126 
An auditor may consider providing the information in table format, for example: 

Federal Agency and Name of Major Program Type of Opinion on 
Major Program 

Department of Housing and Urban 
Development, CDBG–Entitlement Grants 
Cluster, Community Development Block 
Grant–Entitlement Grants 

Unmodified 

Department of Education, Impact Aid Qualified 
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Any audit findings disclosed that are required 
to be reported in accordance with 2 CFR 
200.516(a)? 

______ yes ______ no 

Identification of major federal programs: 

127
  

CFDA Number(s) 

128 
  Name of Federal 

Program or  
Cluster 

129 
 

 

Dollar threshold used to distinguish between 
type A and type B programs: 

$_____________  

Auditee qualified as low-risk auditee? ______ yes  ______ no 

Section II—Financial Statement Findings 

This section should identify the significant deficiencies, material weaknesses, fraud, noncompliance 

with provisions of laws, regulations, contracts, and grant agreements, and abuse related to the 

financial statements for which Government Auditing Standards requires reporting. (See paragraph 

13.37.) Auditors may refer to chapter 4 of this guide for a discussion of the Government Auditing 

Standards requirements for presenting findings.  

Audit findings that relate to both the financial statements and federal awards must be reported in 

both section II and section III. However, the reporting in one section may be in summary form with 

a reference to a detailed reporting in the other section of the schedule. For example, a material 

weakness in internal control that affects an entity as a whole, including its federal awards, generally 

would be reported in detail in this section. Section III would then include a summary identification of 

the finding and a reference back to the specific finding in this section. 

Identify each finding with a reference number. 

130 If there are no findings, this section could state 

that no matters were reported. Alternatively, this section could be omitted without confusing the 

schedule’s users because the summary of auditor’s results section would indicate that there are no 

findings. Each finding should be presented in the level of detail shown in the following listing, as 

applicable. Auditors also may refer to chapter 4 of this guide for a discussion of the Government 

Auditing Standards requirements for presenting findings: 

                                                        
127 

Major federal programs generally would be identified in the same order as reported on the schedule of 

expenditures of federal awards. In the case of a cluster of programs, only the cluster name as shown on the 

schedule of expenditures of federal awards is required. 
128 

When the Catalog of Federal Domestic Assistance (CFDA) number is not available an alternative number may be 

presented. Although not required, this guide recommends that the auditee use the format prescribed by the Federal 

Audit Clearinghouse instructions to SF-SAC. See chapter 7, “Schedule of Expenditures of Federal Awards,” for 

additional information. 
129 

The name of the federal program or cluster should be the same as that listed in the schedule of expenditures of 

federal awards. For clusters, auditors are required only to list the name of the cluster and not each individual award 

or program within the cluster. 
130 

Finding reference numbers must follow the format meeting the requirements of the data collection form 

submission. See paragraph 13.45. 
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 Criteria 
 Condition 
 Cause 
 Effect or potential effect 
 Recommendation 
 Views of responsible officials  

131  

Section III—Federal Award Findings and Questioned Costs 

This section should identify the audit findings required to be reported by 2 CFR 200.516(a) (for 

example, significant deficiencies, material weaknesses, material instances of noncompliance, 

including questioned costs, and material abuse—see paragraph 13.39). Where practical, findings 

should be organized by federal agency or pass-through entity. 

Audit findings that relate to both the financial statements and federal awards must be reported in 

both section II and section III. However, the reporting in one section may be in summary form with 

a reference to a detailed reporting in the other section of the schedule. For example, a finding of 

noncompliance with a federal program statute that is also material to the financial statements 

generally would be reported in detail in this section. Section II would then include a summary 

identification of the finding and a reference back to the specific finding in this section. 

Identify each finding with a reference number.  

132 If there are no findings, this section could state 

that no matters were reported. Alternatively, this section could be omitted without confusing the 

schedule’s users because the summary of auditor’s results section would indicate that there are no 

findings. Each finding should be presented in the level of detail shown in the following listing, as 

applicable. See paragraph 13.42 of this guide for more information regarding the Uniform Guidance 

requirements for presenting findings: 

 Identification of the federal program  

133  
 Criteria or specific requirement (including statutory, regulatory, or other citation) 
 Condition 

134  
 Cause 
 Effect or potential effect 
 Questioned costs  

135  
 Context 

136  

                                                        
131 

See paragraphs 13.38 and 13.42–.44 for guidance on reporting views of responsible officials (also referred to as 

management’s response). 
132 

See footnote 129. 
133 

Provide the federal program (CFDA number and title) and agency, the federal award identification number and 

year, and the name of the pass-through entity, if applicable. When this information is not available, provide the best 

information available to describe the federal award. 
134 

Include facts that support the deficiency identified in the audit finding. 
135 

Identify questioned costs and how they were computed. Known questioned costs must be identified by 

applicable CFDA number(s) and applicable federal award identification number(s). 
136 

This information is for the purpose of providing a proper perspective for judging the prevalence and 

consequences of the audit findings (for example, whether the audit findings represent an isolated instance or a 
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 Identification as a repeat finding, if applicable  

137  
 Recommendation 
 Views of responsible officials  

138  

Example 13-8 

Report on Schedule of Expenditures of Federal Awards When the Auditor Is Issuing a Stand-

Alone Report Under AU-C Section 805, Special Considerations—Audits of Single Financial 

Statements and Specific Elements, Accounts, or Items of a Financial Statement  

139 

(Unmodified Opinion on Schedule of Expenditures of Federal Awards) 

Independent Auditor’s Report 

[Appropriate Addressee] 

Report on Schedule of Expenditures of Federal Awards 

We have audited the accompanying schedule of expenditures of federal awards of the City of 

Example for the year ended June 30, 20X1, and the related notes (the financial statement). 

Management’s Responsibility 

Management is responsible for the preparation and fair presentation of this financial statement in 

accordance with accounting principles generally accepted in the United States of America; this 

includes the design, implementation, and maintenance of internal control relevant to the 

preparation and fair presentation of a financial statement that is free from material misstatement, 

whether due to fraud or error. 

Auditor’s Responsibility 

Our responsibility is to express an opinion on this financial statement based on our audit. We 

conducted our audit in accordance with auditing standards generally accepted in the United 

States of America; the standards applicable to financial audits contained in Government Auditing 

                                                                                                                                                                                                

systemic problem). When appropriate, the instances identified must be related to the universe and the number of 

cases examined and be quantified in terms of the dollar value.  The Uniform Guidance states that the auditor should 

report whether the sampling was a statistically valid sample. 
137 

This identification is required when the finding is a repeat of a finding in the immediately prior year. Any 

applicable prior year audit finding numbers must be included. 
138 

See footnote 130. 
139 

This illustration assumes that the auditor is engaged to issue a stand-alone opinion on the schedule of 

expenditures of federal awards using the guidance in AU-C section 805, Special Considerations—Audits of Single 

Financial Statements and Specific Elements, Accounts, or Items of a Financial Statement. See paragraph 13.20 of 

this guide for more information about this reporting and chapter 7 of this guide for a discussion of when this may 

occur and information on the objectives and audit evidence needed in such an audit. 
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Standards, issued by the Comptroller General of the United States;  

140  and the audit requirements 

of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost 

Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Those standards and 

the Uniform Guidance require that we plan and perform the audit to obtain reasonable assurance 

about whether the financial statement is free from material misstatement.  

An audit involves performing procedures to obtain audit evidence about the amounts and 

disclosures in the financial statement. The procedures selected depend on the auditor’s 

judgment, including the assessment of the risks of material misstatement of the financial 

statement, whether due to fraud or error. In making those risk assessments, the auditor considers 

internal control relevant to the entity’s preparation and fair presentation of the financial statement 

in order to design audit procedures that are appropriate in the circumstances, but not for the 

purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, 

we express no such opinion. An audit also includes evaluating the appropriateness of accounting 

policies used and the reasonableness of significant accounting estimates made by management, 

as well as evaluating the overall presentation of the financial statement.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a 

basis for our audit opinion. 

Opinion 

In our opinion, the financial statement referred to above presents fairly, in all material respects, 

the expenditures of federal awards of the City of Example for the year ended June 30, 20X1, in 

accordance with accounting principles generally accepted in the United States of America.  

141  

[Auditor’s signature] 

[Auditor’s city and state] 

142  

[Date of the auditor’s report] 

                                                        
140 

The standards and guidance applicable to financial audits are found in chapters 1–4 of Government Auditing 

Standards. 
141 

Sometimes the schedule of expenditures of federal awards is prepared using a special purpose framework, such 

as the cash basis of accounting. In those cases, AU-C section 800, Special Considerations—Audits of Financial 

Statements Prepared in Accordance With Special Purpose Frameworks, provides requirements and guidance for 

auditor reporting. 
142 

See footnote 15. 
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Appendix C 

SAMPLING GUIDANCE
1 

 

This appendix is included for supplementary purposes only  
and is not required for CPE credit. 

  

                                                        
1
 This guidance is from the 2018 AICPA Audit Guide Government Auditing Standards and Single Audits.    
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Chapter 11 

NOTE: The chapter presented here is from the 2018 AICPA Audit Guide, Government 
Auditing Standards and Single Audits. References within this appendix are to other 
chapters and sections of the GAS audit guide.  

Audit Sampling Considerations of Uniform Guidance Compliance Audits 

 Update 11-1: Audits of Federal Awards 

This chapter, along with the other chapters of part II, “Single Audits Under the Uniform Guidance,” 
of this guide, should be used for performing a compliance audit of federal awards under the audit 
requirements of Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative 
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 
See supplement B, “Uniform Guidance Audit Requirements,” of this guide for the content of 
Subpart F, “Audit Requirements.” The most current version of the Uniform Guidance in its entirety 
can be found on www.ecfr.gov. 

Introduction 

11.01 An auditor may decide to use audit sampling to obtain sufficient appropriate audit evidence in a 

compliance audit, as noted in paragraph .A21 of AU-C section 935, Compliance Audits. 

2 AU-C 

section 530, Audit Sampling, 

3
  addresses the auditor’s use of statistical and nonstatistical 

sampling when designing and selecting the audit sample, performing tests of controls and tests 

of details, and evaluating the results from the sample. It includes guidance related to sampling 

risk, sampling in substantive tests of details, and sampling in tests of controls. The guidance in 

AU-C section 530 primarily addresses sampling considerations when performing a financial 

statement audit, with an emphasis on testing account balances or classes of transactions that 

may contain misstatements as well as testing internal control over financial reporting. Sampling 

to accomplish compliance-related audit objectives in a Uniform Guidance compliance audit 

environment differs from sampling in a financial statement audit in that to meet the compliance-

related objectives, the auditor gathers sufficient appropriate audit evidence on whether the 

auditee has complied with federal statutes, regulations, and the terms and conditions of federal 

awards that could have a direct and material effect on each major program.  

                                                        
2
 All AU-C sections can be found in AICPA Professional Standards. 

3
 The AICPA Audit Guide Audit Sampling is an interpretive publication, which assists practitioners in the application 

of the guidance found in AU-C section 530, Audit Sampling. Interpretive publications are recommendations on the 

application of auditing standards in specific circumstances and are issued under the authority of the Auditing 

Standards Board. An auditor should be aware of and consider interpretive publications applicable to the audit. If the 

auditor does not apply the auditing guidance included in an applicable interpretive publication, the auditor should 

document how the requirements of GAAS were complied with in the circumstances addressed by such auditing 

guidance. The Audit Guide Audit Sampling is available at www.aicpastore.com. 
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11.02 This chapter provides considerations in designing an audit approach that includes audit sampling 

to achieve both compliance and internal control over compliance  

4  related audit objectives in a 

compliance audit or program-specific audit performed in accordance with the Uniform Guidance. 

This chapter builds upon the general guidance set forth in AU-C section 530 (as discussed in the 

AICPA Audit Guide Audit Sampling) by providing specific, relevant sampling guidance for a single 

audit or program-specific audit. 

11.03 In addition to providing important considerations when applying sampling in a Uniform Guidance 

compliance audit, this chapter provides suggested minimum sample sizes for tests of controls 

over compliance and tests of compliance based on certain engagement-specific inputs. 

Depending on the nature of the type of compliance requirement being tested, the results of other 

audit procedures performed during the audit, and the risks and complexities of the sampling 

population, there may be situations when auditors may determine, based on professional 

judgment, that it is appropriate to use larger sample sizes rather than the suggested minimum 

sample sizes. 

11.04 This chapter does not include guidance on every possible valid method of selecting and 

evaluating audit samples in a Uniform Guidance compliance audit. The AICPA Audit Guide Audit 

Sampling provides additional guidance and technical background, which forms the basis of the 

practical application of audit sampling to Uniform Guidance compliance audits as outlined in this 

chapter. 

Audit Sampling in a Uniform Guidance Compliance Audit 

11.05 Paragraph .05 of AU-C section 530 defines audit sampling as the selection and evaluation of less 

than 100 percent of the population of audit relevance such that the auditor expects the items 

selected (the sample) to be representative of the population and, thus, likely to provide a 

reasonable basis for conclusions about the population. In other words, audit sampling may 

provide the auditor an appropriate basis on which to conclude on a characteristic of a population 

based on examining evidence regarding that characteristic from a subset of the population. When 

using audit sampling, the auditor may choose between a statistical and a nonstatistical approach. 

Both methods are acceptable under AU-C section 530. 

Purpose and Nature of Audit Sampling in a Uniform Guidance Compliance Audit 

11.06 The auditor’s objectives in a Uniform Guidance compliance audit include reporting on internal 

control over compliance (as discussed in chapter 9, “Consideration of Internal Control Over 

Compliance for Major Programs,” of this guide) and expressing an opinion on whether the auditee 

has complied with federal statutes, regulations, and the terms and conditions of federal awards 

that may have a direct and material effect on each of its major programs (as discussed in  

                                                        
4
 Controls relevant to an audit of compliance with requirements applicable to major federal programs are referred to 

collectively in this guide as internal control over compliance and are encompassed in the reporting on internal 

control required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, 

Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 
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chapter 10, “Compliance Auditing Applicable to Major Programs,” of this guide). The auditor’s 

compliance testing must include tests of transactions and such other auditing procedures 

necessary to provide the auditor with sufficient appropriate audit evidence to support the opinion 

on compliance for each major program. The auditor also must meet the requirements of the 

Uniform Guidance for testing and reporting on internal control over compliance. Sufficient 

appropriate audit evidence may be obtained through a variety of procedures, including planning 

and performing risk assessment procedures, performing tests of controls, performing tests of 

details (including tests of transactions), and other auditing procedures as are necessary. Auditors 

frequently use audit sampling procedures to obtain such audit evidence. 

11.07 When testing internal control over compliance, the auditor is primarily concerned about the rates 

of deviations from a prescribed control. Similarly, in tests of compliance, the auditor is concerned 

about whether or not there is evidence of compliance (that is, the rate and likely magnitude of 

noncompliance). Therefore, attributes sampling, as defined in the AICPA Audit Guide Audit 

Sampling, is typically used for tests of controls over compliance and compliance testing in a 

Uniform Guidance compliance audit. The underlying basis for the large population sample sizes 

provided in this chapter is attributes sampling.  

11.08 Further, as noted in chapter 10 of this guide, the Uniform Guidance states that the auditor must 

report known questioned costs when likely questioned costs 

5
  are greater than $25,000 for a type 

of compliance requirement for a major program. That is, the auditor must report known 

questioned costs but is not required to report the likely questioned costs. In evaluating the effect 

of questioned costs (found through sampling and other audit procedures) on the opinion on 

compliance, the auditor considers the best estimate of the total costs questioned for each major 

program (likely questioned costs), not just the questioned costs specifically identified (known 

questioned costs).  

11.09 When noncompliance is discovered related to monetary transactions of a major program, the 

Uniform Guidance does not require the auditor to report an exact amount or a statistical 

projection of likely questioned costs with related confidence bounds. Instead, as noted previously 

and further discussed in chapter 10 of this guide, the auditor considers the effect of likely 

questioned costs on the opinion on compliance and must report an audit finding when the 

auditor’s estimate of likely questioned costs is greater than $25,000.  

Audit Sampling in the Context of Other Audit Procedures 

11.10 It is important to note that sampling is one of many audit procedures designed to provide 

sufficient appropriate audit evidence to support the auditor’s compliance opinion on each major 

program. An auditor often does not rely solely on the results of any single type of procedure to 

                                                        
5
 The Uniform Guidance defines likely questioned costs as the auditor’s best estimate of total costs questioned. 

Known questioned costs are questioned costs specifically identified by the auditor and a subset of likely questioned 

costs. As noted in the “Definitions” section of AU-C section 935, Compliance Audits, likely questioned costs are 

developed by extrapolating from audit evidence obtained, for example, by projecting known questioned costs 

identified in an audit sample to the entire population from which the sample was drawn. 
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obtain sufficient appropriate audit evidence on each major program’s compliance and internal 

control over compliance. Rather, audit conclusions may be based on evidence obtained from 

several sources and by applying a variety of audit procedures. Auditors should consider the 

combined evidence obtained from the various types of procedures to determine whether there is 

sufficient appropriate audit evidence to evaluate possible audit findings and to develop the 

auditor’s report on internal control over compliance and the opinion on whether the auditee 

complied with federal statutes, regulations, and the terms and conditions of federal awards for 

each major program.  

11.11 In a Uniform Guidance compliance audit, just as in a financial statement audit, other audit 

procedures beyond sampling are performed. For instance, risk assessment procedures typically 

precede tests of controls. The following are specific examples of other audit procedures used in a 

Uniform Guidance compliance audit that may be used in addition to audit sampling: 

 Determining for each major program the direct and material types of compliance 
requirements to be tested and reported on in a Uniform Guidance compliance audit (See 
chapter 10 of this guide for further discussion.) 

 Using the knowledge gained in the inherent risk of noncompliance assessment process (as 
described in chapter 6, “Auditor Planning Considerations Under the Uniform Guidance,” of this 
guide) to identify types of potential noncompliance, to consider other factors that affect the 
risk of material noncompliance, and to design appropriate tests of compliance 

 Performing analytical procedures to further understand the nature of a major program prior to 
performing compliance testing 

 Identifying risks throughout the process of obtaining an understanding of the entity and its 
environment, including relevant controls that relate to the risks of noncompliance, evaluating 
the design of controls relevant to the Uniform Guidance compliance audit, and determining 
whether they have been implemented 

 Considering whether there are individually important items that may merit being specifically 
tested prior to selecting a sample and performing tests on such items (See paragraphs 
11.21–.28.) 

Procedures That May Not Involve Audit Sampling 

11.12 The following paragraphs discuss compliance and internal control over compliance audit 

procedures that generally do not involve audit sampling.  

Inquiry and Observation 

11.13 Inquiry, as discussed in paragraphs .A23–.A26 of AU-C section 500, Audit Evidence, consists of 

seeking information, both financial and nonfinancial, of knowledgeable persons within the entity 

or outside the entity. Observation, as discussed in paragraph .A17 of AU-C section 500 consists of 

looking at a process or procedure being performed by others. Inquiry and observation procedures 

commonly used in a Uniform Guidance compliance audit include the following: 

 Interviewing management and employees to obtain an understanding of internal control over 
compliance 

 Observing the behavior of personnel and the functioning of business operations 
 Observing cash handling activities  
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 Performing walk-through procedures  

6  
 Observing the existence of real property and equipment 
 Obtaining written representations from management 

In some cases, these procedures could be designed as sampling procedures, such as designing 

multiple observations of physical security controls; however, inquiry and observation generally do 

not involve audit sampling.  

Analytical Procedures 

11.14 Analytical procedures, as discussed in AU-C section 520, Analytical Procedures, consist of 

evaluations of information through analysis of plausible relationships among both financial and 

nonfinancial data. These procedures are not considered audit sampling because they do not 

result in the ability to project the results of testing a portion of the population to the total 

population.  

11.15 As noted in paragraph .A23 of AU-C section 935, the use of analytical procedures to gather 

substantive evidence is generally less effective in a compliance audit than it is in a financial 

statement audit. However, substantive analytical procedures may contribute some evidence 

when performed in addition to tests of transactions and other auditing procedures necessary to 

provide the auditor with sufficient appropriate audit evidence.  

11.16 An example of applying analytical procedures in a Uniform Guidance compliance audit may 

include a test relating to the activities allowed or unallowed type of compliance requirement for a 

school lunch program. An auditor may use analytical procedures to calculate an estimated total 

for nutritional expenditures and compare against actual expenditures to provide some audit 

evidence that could reduce compliance tests, assuming the auditor is confident with the 

completeness and accuracy of the underlying data. Calculating estimated participation could be 

accomplished by multiplying the number of students enrolled in a school system by the 

percentage expected to participate in a school nutrition program. This percentage may be based 

on history, current economic trends and statistics in the area, or other factors. The calculated 

estimation then could be multiplied by an average daily cost of the nutrition program per student 

to estimate the total expenditures for the program. The auditor may then compare the estimation 

to the recorded expenditures to determine if there is a difference material to the program being 

tested. 

11.17 Scanning is another common non-sampling analytical procedure. The following are two examples 

of how scanning might be used in a Uniform Guidance compliance audit:  

a. For a school district, auditors could scan a list of employees that charged time to a federal 
award to determine that the type of employee and school appear reasonable (for example, 
when scanning a list of employees charged to vocational education programs, the auditor 
normally would not expect to see an elementary school teacher included). 

                                                        
6
 Walk-throughs may include an examination of evidence and reperformance, depending on their design and 

performance. 
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b. For a social services federal award or education training program that, by its nature, would not 
include equipment purchases, auditors could scan a list of program expenditures for captions 
that indicate a disbursement was made for equipment. 

Procedures Applied to Every Item in a Population or Subpopulation in Compliance Testing 

11.18 In some circumstances, an auditor might decide to examine every item in a population relating to 

a type of compliance requirement for a major program. In this situation, because the auditor is 

examining the entire population to reach a conclusion, rather than only a portion, this 100 percent 

examination is not a procedure that involves audit sampling. 

11.19 When individually important items do not make up the entire population, after testing all 

individually important items, the auditor might apply audit sampling to the remaining items. (See 

paragraphs 11.21–.28 for an additional discussion of individually important items.)  

11.20 Alternatively, after testing all individually important items, an auditor might either (a) apply other 

auditing procedures to the remaining items in the population (for example, scanning) or (b) apply 

no auditing procedures to remaining items because there is an acceptably low risk of material 

noncompliance in the remaining items. In these two scenarios, the auditor is not using sampling. 

Rather, the auditor has divided the entire population of items into two groups. One subpopulation 

is tested 100 percent, and the other subpopulation is either tested by other auditing procedures or 

is not tested. 

Individually Important Items in Compliance Testing 

7  

11.21 When planning compliance testing for each major program, the auditor may use judgment to 

determine what items, if any, represent individually important items that may be individually 

tested and separated from the remaining population. Items of individual importance may be large, 

risky, or unusual items or transactions that contain characteristics of a prior compliance finding. 

Individually important items are those that, standing alone, are significantly different from the 

remainder of the population, for example, spikes in activity around a certain time period, such as 

journal entries made at the beginning or the close of a federal award. (See paragraph 11.27 for 

additional examples.) 

11.22 Although the identification of individually important items is not required by the Uniform 

Guidance, there are benefits to taking advantage of testing individually important transactions if 

they exist in a particular population. Specifically, the application of auditor judgment and 

experience in examining a population for risky or unusual transactions may be more effective at 

identifying noncompliance than a randomly or haphazardly selected sample (see paragraphs 

11.96–.98 for further discussion of random and haphazard sample selection). Furthermore, 

testing individually important items may reduce detection risk of noncompliance in that the 

individually important items that the auditor decides to test are not part of the population subject 

                                                        
7
 The AICPA Audit Guide Audit Sampling uses the term individually significant, whereas this guide uses individually 

important. Note that in the context of individually important, there is no requirement for auditors to consider or test, 

or both, such items. 
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to audit sampling. As such, testing individually important items may reduce the sample size for 

the items remaining in the sampling population, or it may eliminate having to sample altogether 

because it targets those items that have the largest effect on noncompliance. For example, if 80 

percent of the total federal award expenditures can be examined by testing the largest 10 

expenditures, detection risk of noncompliance may be reduced such that the level of assurance 

needed from a sample of the remaining 20 percent of untested items will be lower. 

11.23 It is important to note that the concept of identifying individually important items and focusing 

testing on a limited number of large or unusual items relates to compliance testing and not to 

testing internal control over compliance.  

11.24 It is also important to clarify that a large number of transactions making up a significant 

percentage of the dollars expended or having a significant effect on compliance typically would 

not represent individually important items because individually important items are usually 

represented by only a relatively small number of items.  

11.25 Identifying individually important items may involve discussions with auditees, analytical 

procedures such as scanning records (as described in paragraph 11.17), or using computer 

assisted auditing techniques. For example, in testing the allowable costs/cost principles type of 

compliance requirement, if there are a few very large expenditures, the auditor may deem these 

expenditures to be individually important.  

11.26 Identifying individually important items may not be an efficient method when testing multiple 

types of compliance requirements at once because an individually important item with respect to 

a particular type of compliance requirement may not necessarily be an individually important item 

for another type of compliance requirement. For example, it would not likely be appropriate to 

identify a few individually important items to test the activities allowed or unallowed type of 

compliance requirement and then use the testing of those few items to support the auditor’s 

conclusions relating to certain other direct and material compliance requirements.  

8  It is likely that 

supplemental tests may be necessary to gather sufficient appropriate audit evidence related to 

compliance with other direct and material compliance requirements. 

11.27 Additional examples of individually important items (and the relevant type of compliance 

requirement) might include the following: 

 Transactions processed at the beginning or end of a federal award period (activities allowed 
or unallowed, period of performance). 

                                                        
8
 AU-C section 935 defines applicable compliance requirements as the compliance requirements that are subject to 

the compliance audit. 2 CFR 200.514(d)(1) states that the auditor must determine whether the auditee has 

complied with federal statutes, regulations, and the terms and conditions of federal awards that may have a direct 

and material effect on each of its major programs. Therefore, in a Uniform Guidance compliance audit, the direct 

and material compliance requirements are those that are subject to audit. Accordingly, for the purpose of adapting 

AU-C section 935 to a Uniform Guidance compliance audit, the term applicable compliance requirements has been 

replaced by direct and material compliance requirements in this guide, except when directly citing content from AU-C 

section 935. 
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 Transactions processed at odd times in a cycle, such as new beneficiaries brought into a 
program in the spring when eligibility is usually granted only once a year during an enrollment 
period in the fall (eligibility). 

 Program beneficiaries that are near a qualifying age for benefits, or beneficiaries who have 
received multiple sources of funds (eligibility). 

 A federal award close-out report, as compared to routine financial or progress reports 
(reporting). 

 Transactions related to subrecipients that are awarded unusually high dollar amounts of 
subawards compared with prior periods or other subrecipients in the same program 
(subrecipient monitoring). 

 Transactions related to subrecipients that are new to the grantee, especially newly formed 
entities that have a relatively immature infrastructure to support compliance (subrecipient 
monitoring). 

 Transactions processed in foreign countries that may contain higher risks, such as foreign 
currency risk or different payroll and human resources issues and laws in other countries that 
may affect allowable costs (activities allowed or unallowed, subrecipient monitoring). 

 Transactions that tests of internal control over compliance have indicated are either not 
subject to controls or are not being processed appropriately (multiple types of compliance 
requirements). 

 A type of transaction for which there have been findings in the past. 
 Transactions related to a specific step within the Office of Management and Budget (OMB) 

Compliance Supplement (Compliance Supplement). For example, large transfers of funds from 
program accounts which may have been used to fund unallowable activities (activities 
allowed or unallowed). 

11.28 The auditor should prepare appropriate documentation to support a clear understanding of the 

work performed on individually important items, which may include the rationale, selection 

criteria, results of testing, and effect on the planned testing of the remainder of the population.  

Understanding and Testing the Operating Effectiveness of Controls Over Compliance  

11.29 There are a variety of methods the auditor may use when performing risk assessment 

procedures, including inquiry, observation, inspection of documentary evidence, walk-through, and 

reperformance of a process, that affect the auditor’s understanding and testing of the operating 

effectiveness of controls. Although many procedures in which documentary evidence is 

examined or the auditor reperforms a control involve audit sampling, certain other methods may 

not involve sampling (for example, inspecting one or a few items to obtain an understanding of 

controls). Furthermore, paragraph .A29 of AU-C section 330, Performing Audit Procedures in 

Response to Assessed Risks and Evaluating the Audit Evidence Obtained, notes that the nature of 

the particular control influences the type of audit procedure necessary to obtain audit evidence 

about whether the control is operating effectively. For example, documentation of operation may 

not exist for some factors in the control environment, such as assignment of authority and 

responsibility. In such circumstances, audit evidence about operating effectiveness may be 

obtained through inquiry in combination with other audit procedures, such as observation. 

11.30 Similarly, when testing internal control over compliance, the auditor does not use audit sampling 

when applying an auditing procedure to one or a number of items relating to a control over a type 
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of compliance requirement to clarify the auditor’s understanding of the entity’s internal control 

over compliance. For example, an auditor might trace several federal award expenditure 

transactions through an auditee’s accounting system to obtain an understanding of the design of 

the auditee’s internal control over compliance with respect to the federal award expenditures, 

such as approvals of the expenditures as an allowable activity, an allowable cost, or within the 

period of performance. In such cases, the auditor’s intent is to gain a general understanding of 

the accounting system or other relevant parts of the internal control over compliance, rather than 

to evaluate a characteristic of all transactions processed. As a result, the auditor is not using 

audit sampling. 

Planning Considerations for Sampling Related to Tests of Controls Over Compliance and Compliance 

Testing 

Determining Audit Objectives 

11.31 Paragraph 11.06 describes the audit objectives in a Uniform Guidance compliance audit. Proper 

definition and documentation of the audit objective precedes sampling design and execution. 

When designing an audit sample, the auditor should consider the purpose of the audit procedure 

(for example, to determine whether a necessary control was performed effectively or determine 

whether an expenditure charged to a federal award was allowable under the applicable cost 

principles). 

11.32 The specific compliance audit objectives will differ for each type of compliance requirement. Part 

3, “Compliance Requirements,” of the Compliance Supplement lists and describes the 12 types of 

compliance requirements and the related audit objectives that the auditor should consider in a 

Uniform Guidance compliance audit.  

9 Chapters 9–10 of this guide discuss the concepts involved 

in properly planning the testing of compliance and internal control over compliance. 

Defining the Population and Considering Completeness 

11.33 The population is defined in a manner consistent with the audit objective and the internal control 

and compliance attributes being tested. The auditor should determine that the sampling unit and 

the population from which units are selected for sampling is appropriate for the specific audit 

objective because sample results can be appropriately projected only to the population from 

which the sample was selected. For example, consider a situation when the auditor plans to test 

timesheets for proper authorization (that is, testing a control over the activities allowed or 

unallowed type of compliance requirement) for a major program that involves multiple 

departments within an auditee. In defining the population, the auditor may first gain an 

understanding of how frequently timesheets are prepared and reviewed. Further, the auditor may 

also determine if the timesheets in the various departments within the auditee constitute one 

population or separate populations by considering whether the systems and controls for approval 

                                                        
9
 Chapter 14, "Program-Specific Audits," of this guide discusses program-specific audits and the use of federal 

program specific audit guides and other methods for determining compliance requirements and related audit 

objectives in a program-specific audit. 
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differ among the departments (for example, whether all supervisors approving timesheets attend 

a uniform training session) or other factors that would affect the definition of the control. There 

are also situations when a time period may define a sampling population (for example, for the 

period of performance type of compliance requirement, the Compliance Supplement defines 

certain time periods as a sampling population). 

11.34 The sampling population includes the items constituting the transactions of interest for an audit 

objective related to a particular control or a type of compliance requirement after removing 

transactions tested with nonsampling techniques (for example, individually important items or a 

subset of items that are tested 100 percent). It is possible that the appropriate sampling 

population may only be a subset of the universe of transactions subject to a particular control or 

compliance requirement. For example, the universe of transactions within an expenditure pool 

may be defined by the auditor as multiple populations when transaction processing and the 

operation of related controls are decentralized. 

11.35 The types of expenditures related to an audit objective are also an important factor in determining 

whether further division of the population may be necessary to achieve the stated objective. For 

example, the controls over the allowable costs/cost principles type of compliance requirement 

may vary depending on whether the expenditure is a direct (other than payroll), indirect, or payroll 

expenditure. 

11.36 An auditee might change a specific control or compliance procedure during the period under 

audit. The auditor should obtain audit evidence about the nature and extent of any significant 

changes in internal control and may need to revise the audit plan. Chapter 3, “Nonstatistical and 

Statistical Audit Sampling in Test of Controls,” of the AICPA Audit Guide Audit Sampling discusses 

additional considerations when there are changes in processes and procedures during the period 

under audit as well as important sampling considerations if testing is conducted at an interim 

date. 

11.37 The auditor should select items for the sample in such a way that the auditor can reasonably 

expect the sample to be representative of the relevant population. If the physical or electronic 

representation (for example, a printout or electronic file purportedly containing all expenditures) 

and the desired population differ, the auditor might make erroneous conclusions about the 

population. To verify the completeness of a population, the auditor could, for example, reconcile 

the population to accounting or other relevant records or to the schedule of expenditures of 

federal awards, or perform other procedures to verify the population is complete. Populations 

relevant for a Uniform Guidance compliance audit test may not consist of accounting records (for 

example, eligibility files for a particular major program do not directly relate to a financial 

statement amount). Regardless, the auditor should develop and perform audit procedures 

sufficient to conclude that the population includes all the transactions of interest for the specific 

audit objective. 

11.38 If an initial sample does not include a particular attribute being tested, it may be an indication that 

the sampling population was not defined properly. For example, an initial sample may have been 
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selected from a schedule of financial assistance that did not include a listing of students who 

were enrolled part-time or students enrolled in correspondence study. However, to meet the audit 

objective, the auditor would need to include such students in the testing. The auditor may 

consider maintaining the original sample and adding a selection of students who were enrolled 

part-time or in correspondence study to the sample. The number of additional items to be added 

is a matter of professional judgment. In the previous example, the auditor may consider 

consistency of student financial assistance processing controls, number of students who were 

enrolled part-time or enrolled in correspondence study, and other considerations from the risk 

assessment process to determine whether to reevaluate the original population or add items with 

the needed attribute. 

Sampling Unit 

11.39 The sampling unit may be defined by any of the individual elements constituting the population. 

Each sampling unit constitutes one item in the population. In a Uniform Guidance compliance 

audit, a sampling unit might be a cash disbursement, student file, refund paid, financial report due 

during a fiscal year, or a cost transfer made during the year.  

11.40 The definition of the sampling unit depends on the audit objective and the nature of the audit 

procedures being applied. For example, a sampling unit for a test of controls related to the 

activities allowed or unallowed type of compliance requirement may be a payment voucher, a 

journal entry, or another document that includes evidence of approval or review of the allowability 

of the expenditure. Note that each sampling unit may provide evidence of the application of more 

than one control. For example, a voucher package may provide support that the amounts were 

checked for accuracy; the contractor was checked for suspension and debarment; the 

expenditure was for an allowable activity under the federal award and for an allowable cost under 

the Uniform Guidance; and the expenditure was incurred and obligated within the period of 

performance of the federal award.  

11.41 In order to properly define the sampling unit, it is also important that the auditor determine how 

the auditee maintains its records (for example, by participant, by program, by location). Based on 

the nature of the records, the auditor may then properly design a method to define the sampling 

unit and identify the sampling population.  

Considering Multiple Major Programs 

11.42 It is very common for auditees to have multiple major programs. Auditees may use the same 

controls for a particular type of compliance requirement (for example, allowable costs/cost 

principles) for more than 1 federal program. If the auditee’s internal control for a type of 

compliance requirement is common to more than 1 major program, the transactions of those 

programs may be combined into 1 population for determining sample size and making sample 

selections for control tests. If the initial sample (taken from a combined population) does not 

include items from each major program, the auditor typically will judgmentally add additional 
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items from the program(s) from which items were not selected.  

10  Alternatively, the auditor may 

plan the initial combined sample to draw items from each major program. For example, consider 

a situation in which an auditee has common controls over the allowable costs/cost principles 

type of compliance requirement relating to 3 major programs. If, in this example, the auditor 

decides to use a combined sample of 60 items and the programs are of similar size, the auditor 

may select 20 items from each of the 3 major programs. If the major programs are not of similar 

size, the sample may be allocated proportionately. In considering whether samples selected from 

across multiple programs can be designed for dual purposes, see paragraph 11.43, as well as a 

discussion of dual purpose testing at paragraphs 11.54–.59. 

11.43 The auditor is required to obtain sufficient appropriate audit evidence to support an opinion 

on compliance for each major program. Experience has shown that it is preferable to select 

separate samples for compliance testing from each major program because the separate 

samples provide clear evidence of the compliance tests performed, the results of those 

tests, and the conclusions reached. Thus, unlike tests of controls over compliance, 

compliance testing is typically performed on samples selected with each major program 

considered a separate population.  

11  

Considering Multiple Organizational Units 

11.44 Auditors may have additional sampling considerations when the auditee has operations in 

multiple organizational units (for example, operating units, locations, or branches). Each 

organizational unit may maintain separate internal control over compliance that is relevant to 

the programs, or parts of programs, which the unit administers. In these situations, the 

auditor should consider the understanding of internal control over compliance to determine 

whether to define each organizational unit as a separate population. (Chapter 9 of this guide 

discusses internal control over compliance in multiple organizational units.) For a discussion 

of multiple organizational unit considerations related to compliance, please refer to chapter 

10 of this guide.  

11.45 If controls over compliance or compliance procedures at the various organizational units vary 

significantly, it may be necessary for each location to be considered a separate population. When 

transactions relating to types of compliance requirements are processed in organizational units 

                                                        
10

 If an initial sample does not include a major program, it could also indicate that the physical representation (for 

example, a printout or electronic file purportedly containing all expenditures) of the population used to draw the 

sample was incomplete, see paragraphs 11.33–.38. 
11

 Although not advised, if an auditor believes a compliance sample can be selected from a population consisting of 

multiple major programs, an important aspect of the documentation includes how the results relate to separate 

programs and how that evidence, together with other audit evidence, is sufficient to support the auditor’s opinion on 

compliance for each major program. Federal quality control reviews have shown issues relating to situations where 

auditors have attempted to use this approach. The quality concerns primarily have been based on auditors 

sampling too few items from each individual major program to support the opinion on compliance. 
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using the same controls  

12  or compliance procedures are performed under common oversight 

and monitoring, it may be feasible for the auditor to obtain sufficient appropriate audit evidence 

about controls and compliance for major programs by selecting one overall sample across the 

organizational units (for example, selecting from centralized locations or visiting all organizational 

units). When it is not feasible to obtain the evidence centrally or to visit all the organizational units, 

and controls or compliance procedures, or both, are the same across organizational units, the 

auditor generally will select some organizational units from which to obtain audit evidence. In this 

case, the auditor may consider (a) testing the minimum sample size at each location of 

significance (or more than the minimum sample size depending on the results of risk assessment 

procedures preceding sampling) or (b) varying the selection of the less significant organizational 

units included in the testing from year to year. Appendix E, “Multilocation Sampling 

Considerations,” of the AICPA Audit Guide Audit Sampling provides useful guidance in 

determining the appropriate organizational unit to visit, as well as implications on sample size.  

Considering Clusters of Programs 

11.46 The audit opinion on a cluster of programs is for the cluster as a whole and not each individual 

Catalog of Federal Domestic Assistance (CFDA) number, award, and so forth that makes up the 

cluster. Chapter 5, “Overview of the Single Audit Act, the Uniform Guidance Audit Requirements, 

and the Compliance Supplement,” of this guide further discusses clusters of programs. When 

sampling involves a cluster of programs, the auditor should consider whether, in the auditor’s 

judgment, sufficient appropriate audit evidence has been gathered for the direct and material 

types of compliance requirements relating to the clustered programs as a whole. Random or 

haphazard selection (further discussed in paragraphs 11.96–.98) of sample items from the 

cluster generally would be expected to provide a representative sample.  

11.47 There may be instances when the initial sample does not appear to be representative because it 

does not include items relating to certain direct and material types of compliance requirements 

for CFDA numbers, awards, and so forth within the cluster. In this case, the auditor’s 

determination of what additional evidence is needed requires professional judgment. Factors that 

may be considered by the auditor in determining whether to supplement the original sample 

include the consistency of processing controls over the various programs within the cluster, the 

volume of transactions and the size of expenditures for a particular program as a component of 

the overall cluster being tested, the complexity of the compliance requirements, and the past 

history of compliance. As with other forms of audit testing, the auditor should document the 

objective of the cluster testing and the sample design.  

11.48 An alternative approach to selecting sample items in a cluster, if auditee records permit, may be 

for the auditor to analyze the components of the cluster transactions (for example, expenses) and 

                                                        
12

 When evaluating whether multiple organizational units use the same controls, same does not mean identical. The 

auditor may consider the important elements of the control, such as the control activity and related monitoring, as 

well as the differences in experience and training of the individuals processing or monitoring the compliance 

transaction when determining if the controls are the same or if there are significant variances. 
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federal awards prior to selecting the sample and then to allocate the number of selections from 

the sample to the transactions or programs in proportion to the overall cluster. This alternative 

may be difficult to execute depending on how the auditee keeps their records.  

Other Considerations 

11.49 As noted in chapter 10, depending on the dates of the federal awards that comprise a major 

program, the program may include expenditures from both federal awards subject to the pre-

Uniform Guidance administrative requirements and cost principles, as well as federal awards 

subject to the Uniform Guidance administrative requirements and cost principles. When testing 

major program transactions for compliance, a separate sample for transactions subject to the 

pre-Uniform Guidance requirements and transactions subject to the Uniform Guidance 

requirements within a major program would not typically be needed. However, this guide 

recommends that when testing major program transactions, that the audit documentation for 

testing compliance include an identification of the transactions tested that were subject to 

Uniform Guidance requirements. 

11.50 The following example is intended to assist the auditor in understanding the challenges of 

sampling expenditures that include both pre-Uniform Guidance administrative requirements and 

cost principles and Uniform Guidance administrative requirements and cost principles. Assume a 

test for compliance with the allowable costs/cost principles type of compliance requirement 

indicates a sample size of 60 expenditure transactions. Some of the transactions in the sample 

are subject to pre-Uniform Guidance administrative requirements and cost principles, while others 

are subject to Uniform Guidance administrative requirements and cost principles. Identification of 

the date of a federal award related to a particular expenditure transaction is needed in order to 

determine the applicable criteria to use for the transaction being tested. Although, as noted 

previously, a separate sample would not typically be needed in this situation, the allowable 

costs/cost principles criteria for transactions subject to the pre-Uniform Guidance requirements 

may be different from the criteria for transactions subject to the Uniform Guidance requirements. 

In this example, the auditor would use both Part 3.1 and Part 3.2 of the Compliance Supplement to 

test this type of compliance requirement. 

Considering the Effect of Population Size 

11.51 The size of the population has little or no effect on the determination of sample size, except in 

relatively small populations of 250 items or fewer. Some significant controls, or instances of 

complying with a compliance requirement, occur infrequently. For example, controls over 

reporting may operate only 4, 12, 24, or 52 times a year. Paragraphs 11.88–.91 provide sample 

sizes for small populations.  

  



© 2019 Association of International Certified Professional Accountants. All rights reserved. C-17 

Defining Control Deviation and Compliance Exception Conditions 

13  

11.52 Based on the auditor’s understanding of internal control over compliance and compliance 

requirements, an auditor generally will identify the characteristics that would indicate 

performance of the control or compliance with the compliance requirement to be tested. The 

auditor may then define the possible deviation or exception conditions. For tests of controls, a 

deviation is a departure from the expected performance of the prescribed control. For compliance 

testing, an exception is a departure from federal statutes, regulations, and the terms and 

conditions of federal awards being tested. Defining a deviation or exception for each audit 

objective assists the auditor executing the procedures to properly identify deficiencies in internal 

control over compliance and instances of noncompliance.  

11.53 In a Uniform Guidance compliance audit, the auditor should consider the nature and cause of the 

internal control deviations and compliance exceptions identified in testing. The auditor should 

determine whether the deviation(s) or exception(s) constitutes an audit finding and whether the 

sampling evidence, in combination with other testing, might affect the auditor’s opinion on 

compliance. See the discussion regarding evaluation of sample results beginning at paragraph 

11.108 for more information.  

Dual Purpose Sample Considerations 

11.54 In some circumstances, the auditor might design a test that uses a dual purpose sample. The 

most common dual purpose approach in a Uniform Guidance compliance audit is testing the 

operating effectiveness of a control and testing whether the auditee complied with relevant 

federal statutes, regulations, or terms and conditions of federal awards using the same sample. 

For example, subrecipient monitoring often can be tested with a dual purpose sample. If the 

sampling unit is a subrecipient reimbursement request, the documentation may contain evidence 

of review by the pass-through entity (for example, signature) and compliance with monitoring 

activities. When utilizing a dual purpose sample for internal control and compliance testing, it is 

important that the test objectives align to the same sampling unit and population (that is, the 

population being sampled is appropriate for the tests being applied to it). As stated in paragraph 

11.33, an auditor should determine that the population from which the sample is selected is 

appropriate for the specific audit objectives being executed. The size of a sample designed for a 

dual purpose test will usually be the larger of the samples that would otherwise have been 

designed if the control and compliance samples were performed separately. 

11.55 When testing both the operating effectiveness of a control and whether the auditee complied with 

a type of compliance requirement, the basis for the auditor’s evaluation of the control is the 

operation of the control and not just whether the auditee complied. Further, a control that is not 

properly applied to a transaction may not necessarily lead to noncompliance. As such, the auditor 

may reach different conclusions on controls and compliance for the same sample item (for 
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 In this chapter, the term deviation is associated with control testing, and the term exception is associated with 

compliance testing. 
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example, report a significant deficiency or material weakness in internal control over compliance 

but not a compliance-related finding). 

11.56 In evaluating the result of dual purpose tests, audit findings should be evaluated separately for 

the control attributes and the compliance attributes tested. In planning the tests of compliance, 

the auditor should use the knowledge obtained of the relevant portions of internal control over 

compliance to identify types of potential noncompliance, to consider factors that affect the risk of 

material noncompliance, and to design appropriate tests of compliance. Thus, deviations 

resulting from tests of controls, including when those control tests are part of a dual purpose 

sample, may result in a larger compliance sample than originally planned for the related type of 

compliance requirement due to the increased risk posed by the deficiency in internal control over 

compliance. 

11.57 As described in chapter 10 of this guide, the auditor’s documentation of internal control and 

compliance tests should be distinguished from one another so there is a clear distinction 

between the audit objectives and test results for each test so that separate conclusions may be 

reached on the internal control attributes and compliance attributes tested. 

11.58 Another example of using a sample for multiple purposes is when auditors wish to use a single 

sample for testing for both Uniform Guidance compliance audit objectives and financial 

statement audit objectives. Such an approach may present additional complexities to consider 

because often there are different characteristics, and even different appropriate populations, for 

single audit and financial statement audit tests. Although many auditees record federal award 

transactions within their general ledgers, populations used for financial statement purposes often 

do not align well with sampling populations for testing in a Uniform Guidance compliance audit. 

The same principles described previously for a dual purpose sample apply when a single sample 

is used to achieve both Uniform Guidance compliance audit and financial statement audit 

objectives. 

11.59 Although it is challenging to select samples that achieve both Uniform Guidance compliance 

audit and financial statement objectives, they do occur. An example of a sample that achieves 

both Uniform Guidance compliance audit and financial statement audit objectives is a sample of 

transactions inspected to determine the following: 

 Indications of compliance with relevant federal statutes, regulations, and compliance 
requirements over allowable costs and cost principles 

 Indications of performance of controls over both allowable costs and cost principles and 
appropriateness of the expense for financial reporting 

 Evidence that the recorded amount, account, and period are correct for financial reporting 

Determining the Sample Size  

11.60 This section discusses suggested minimum sample sizes as well as factors auditors may 

consider when using judgment to determine appropriate sample sizes. Because the objectives for 

tests of controls and tests of compliance are different, there are different factors to consider 

when determining sample sizes; thus, sample sizes should be considered separately for internal 
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control testing and compliance testing. Audit documentation typically includes the inputs and 

assumptions for sample sizes to support each sample for every direct and material type of 

compliance requirement in which sampling is used. Documentation is discussed in more depth in 

paragraphs 11.133–.137. 

Control Testing Sample Size Table and Inputs 

11.61 If the auditor determines that internal control over compliance is effectively designed and 

implemented (as discussed in chapter 9 of this guide), the Uniform Guidance requires that the 

auditor plan the audit to support a low assessed level of control risk for the assertions relevant to 

the compliance requirements for each major program. This requires the auditor to plan to obtain 

a high level of assurance that controls operate as designed. Therefore, generally, samples for 

control tests are designed to achieve a 90 percent to 95 percent confidence level. (See AICPA 

Audit Guide Audit Sampling for further discussion of confidence levels.) Because there are 

typically few other procedures that provide evidence of the effectiveness of controls, the sample 

size table that follows is designed to provide a high level of assurance. Table 11-1 provides 

suggested minimum sample sizes for very and moderately significant controls with limited to 

higher inherent risk of material noncompliance in a major program (see discussions of these 

terms that follow as well as a discussion of inherent risk of noncompliance in chapter 6 of this 

guide). 

Table 11-1        

Control testing sample size table 

Significance of control and inherent risk of 
compliance requirement 

0 deviations expected 

Minimum  
sample size 

Very significant and higher inherent risk 60 

Very significant and limited inherent risk 
or 

Moderately significant and higher inherent risk 

40 

Moderately significant and limited inherent risk 25 

The previous sample size table is appropriate for sampling from populations of 250 items or 

greater. Small population testing guidance is discussed in paragraphs 11.88–.91. 

11.62 The suggested minimum sample sizes are designed to provide sufficient appropriate audit 

evidence that controls are operating effectively in many Uniform Guidance compliance audit 

testing situations. However, auditors may need to use professional judgment to determine if 

larger sample sizes are warranted in order to obtain sufficient appropriate audit evidence that 

controls are functioning in their particular circumstances. For example, there may be additional 

risks (for example, change in the design of the control or change in personnel operating the 

control), or the auditor may expect deviations (see discussion that follows). It is important to 

recognize that if controls are not deemed effective, further control testing may not be warranted. 
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In such situations when internal control over some or all of the compliance requirements for a 

major program is not deemed effective, refer to chapter 9 of this guide for further guidance.  

Significance of Control Being Tested 

11.63 The auditor may vary the type or amount of evidence obtained regarding the effectiveness of 

individual controls selected for testing based on the significance associated with the control. All 

controls that the auditor determines are to be tested to mitigate the risk of material 

noncompliance are significant controls, but a spectrum exists concerning the significance of 

each control. An important factor in determining the significance of a control is the potential 

magnitude of noncompliance (both qualitatively and quantitatively) if the particular control were 

to fail. The auditor should use the information gathered by performing the risk assessment 

procedures, including the audit evidence obtained in evaluating the design of controls and 

determining whether they have been implemented as audit evidence to support the risk 

assessment. The risk assessment should be used to determine the nature, timing, and extent of 

further audit procedures to be performed for each control selected for testing as well as to assist 

the auditor in determining what controls are very significant or moderately significant because 

minimum sample sizes differ (due to different desired confidence levels and tolerable deviation 

rates).  

11.64 The higher and more pervasive the risk relating to a given control objective (that is, “what could go 

wrong” risk), the greater the need for assurance on relevant preventive and detective controls to 

achieve a specific control objective, and the more likely it is that the auditor will assess greater 

significance to the related controls. Several factors may be considered in determining the 

significance level of a control, including whether the program is identified as higher risk in the 

Compliance Supplement and the potential magnitude of noncompliance to the program. For 

example, with respect to the allowable costs/cost principles type of compliance requirement, if 

payroll is a large portion of the expenditures (in volume or dollars, or both) for the program, then 

the major control points related to payroll more likely would be considered very significant. 

However, for a program for which payroll is a smaller portion of the expenditures, these controls 

may be considered moderately significant or potentially not significant to the program. 

11.65 A factor that may cause a control to be considered moderately significant is the existence of 

other complementary, compensating, or redundant controls. If the auditor plans the control 

testing level assuming reliance on complementary, compensating, or redundant controls, the 

auditor should obtain sufficient appropriate audit evidence on the effectiveness of the 

complementary, compensating, or redundant controls. This means that multiple controls 

necessary to achieve the control objective will be tested for operating effectiveness. In that case, 

each control may be tested as a moderately significant control. 

11.66 If the auditor identifies that a tested control does not operate effectively, the auditor may 

subsequently become aware of the existence of complementary, compensating, or redundant 

controls that, if effective, may limit the severity of the deficiency of the originally tested control 

and prevent it from being a significant deficiency or material weakness in internal control over 
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compliance. In these circumstances, the auditor may consider the effects of complementary, 

compensating, or redundant controls provided the auditor obtains sufficient appropriate audit 

evidence that such controls are effective. This means that multiple controls would be tested for 

operating effectiveness. 

Inherent Risk of Noncompliance Factors 

11.67 Factors that may suggest higher inherent risk of noncompliance include the following (See also 

chapter 6 of this guide.):  

 New program with little history with compliance requirement 
 The phase of the program in its life cycle at the auditee (for example during the first and last 

years the risk may be higher due to start-up or closeout of program activities and staff) 
 The phase of the program in its life cycle at the federal agency (for example, a new federal 

program with new or interim regulations may have a higher risk than an established program) 
 The complexity of the program 
 Complex processing (for example, nonroutine versus routine, nonsystematic versus 

systematic, manual versus programmed) or judgment 
 The extent to which the auditee contracts with outside parties for goods and services related 

to compliance (for example, a third party disburses funds or applies eligibility criteria) 
 Significant deficiencies or material weaknesses in internal control over compliance observed 

in the past 
 Correspondence from program officials indicating potential problems 
 Lack of adherence to applicable federal statutes and regulations or the terms and conditions 

of the federal award in prior years 
 High employee turnover in a particular area 
 Very high volume of activity 
 Substantial change in the policies, processes, or personnel associated with the compliance 

requirement 
 Significant changes in federal statutes, regulations, or the terms and conditions of federal 

awards 
 The program has been identified as higher risk by the OMB in the Compliance Supplement 

It is important to note that the size of the program does not necessarily affect the potential for 

noncompliance. The presence of one or more of the factors listed previously may lead the auditor 

to determine that there is higher inherent risk of noncompliance; however, the auditor uses 

professional judgment to determine whether the number and combination of risk factors present 

higher or limited inherent risk of material noncompliance. 

11.68 In order to properly apply the sampling tables illustrated in this chapter, it is useful to understand 

the inputs and assumptions underlying the suggested minimums (that is, confidence level, 

tolerable deviation rate, and expected deviation rate). These items are discussed in the following 

section, and the AICPA Audit Guide Audit Sampling provides an extensive discussion of the 

concepts. 
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Confidence Level and Tolerable Deviation Rate  

11.69 Although the sample sizes in table 11-1 are all designed to provide a high level of assurance, the 

inputs for the three sample sizes differ in terms of confidence level and tolerable deviation rate.  

14  

The tolerable deviation rate for control tests is the maximum rate of deviation from a prescribed 

control that auditors are willing to accept without altering the planned assessed level of control 

risk of noncompliance. Auditors seeking a high level of assurance related to controls (low control 

risk of noncompliance) from a test of control often set a risk of overreliance of 10 percent or less 

with a tolerable deviation rate of 10 percent or less. The more significant the control, the higher 

the required performance of the control (that is, the lower the tolerable deviation rate). A higher 

desired level of assurance (that is, higher desired confidence level) results in a larger sample size 

to provide the appropriate assurance. In assessing the tolerable deviation rate, the auditor may 

consider that although deviations from pertinent controls increase the risks of material 

noncompliance, such deviations do not always result in noncompliance. 

Expected Deviation Rate  

11.70 For Uniform Guidance compliance audits, the auditor often plans for zero deviations in the 

sample. The sample sizes in the previous table are based on an expectation of zero deviations in 

the sample and a high level of assurance. If testing discovers no deviations, then a high degree of 

assurance is achieved that the control is being performed at an acceptable level to be effective. 

When more deviations are encountered than were planned for, the auditor has not met the 

planned audit objective. 

11.71 All deviations (whether expected or not) should be investigated to determine the potential effect 

on the program. Although not all deviations will lead to an audit finding, this guidance is written 

from the perspective of planning for zero deviations in the sample. Auditors may develop their 

own sample sizes with planned deviations. The AICPA Audit Guide Audit Sampling provides tables 

and guidance for auditors desiring to design audit samples when deviations are expected.  

15   

See paragraphs 11.102–.110 for discussion relating to when deviations are found in a sample. 

  

                                                        
14

 The suggested minimum sample sizes are consistent with sample sizes provided in tables A-1 and A-2 of 

appendix A in the AICPA Audit Guide Audit Sampling. Although the sample sizes are consistent with statistically-

based tables, the sample sizes provided in this chapter can be used for either statistical or nonstatistical sampling. 
15

 If internal control over compliance is deemed likely to be ineffective, the Uniform Guidance states that the auditor 

should assess control risk at the maximum and consider whether any additional compliance tests are required 

because of ineffective internal control. See paragraphs 11.65–.66 regarding the consideration of compensating or 

redundant controls. If no compensating or redundant controls are operating effectively, the auditor also should 

report a significant deficiency or material weakness in internal control over compliance as part of the audit findings. 

(Chapter 13, "Auditor Reporting Requirements and Other Communication Considerations in a Single Audit," 

discusses the reporting of significant deficiencies and material weaknesses.) 
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Compliance Testing Sample Size Table and Inputs 

11.72 The auditor typically performs a broad array of procedures to provide a reasonable basis for 

expressing an opinion on compliance for each major program. In a Uniform Guidance compliance 

audit, just as in a financial statement audit, other audit procedures typically precede compliance 

audit sampling. For example, risk assessment procedures typically precede substantive 

procedures. Similarly, it is common for some controls-related procedures to be conducted prior to 

compliance testing (for example, understanding and testing the control environment). Before 

designing a compliance audit sample, it is also common for the auditor to consider whether there 

are individually important items that may be selected for testing prior to selecting a compliance 

sample. (See paragraphs 11.21–.28.) The auditor should consider other audit procedures (for 

example, analytical procedure discussed in paragraphs 11.14–.17) when determining the 

appropriate sample size for compliance testing.  

11.73 The risk of material noncompliance consists of inherent risk of noncompliance and control risk of 

noncompliance. The assurance required from a compliance sample and, therefore, the 

determination of the minimum compliance sample size, depends on the risk of material 

noncompliance remaining after other audit procedures (for example, risk assessment procedures, 

controls testing, substantive analytical procedures, tests of individually important items) have 

been executed. If the auditor gathers evidence that controls over compliance are effective 

through tests of controls, and other audit procedures do not identify instances of noncompliance 

or identify specific heightened risk factors, and the auditor determines that additional testing via 

audit sampling is warranted, it is likely the remaining risk of material noncompliance would be low 

or moderate. Conversely, if tests of controls identify control deficiencies in the controls over 

compliance or other audit procedures identify instances of noncompliance or identify specific 

heightened risk factors, it may lead the auditor to assess the remaining risk of material 

noncompliance as high or moderate.  

11.74 Table 11-2 provides suggested minimum sample sizes associated with high, moderate, and low 

remaining risk of material noncompliance. The remaining risk of material noncompliance is an 

indicator of the desired level of assurance. A high remaining risk of material noncompliance 

indicates that a high level of assurance is desired to meet the audit objective. Desired level of 

assurance is discussed in more depth in paragraphs 11.78–.83. 

Table 11-2 

Compliance testing sample size table 

Desired level of assurance 
(remaining risk of material 

noncompliance) 
0 exceptions expected 

Minimum  
sample size 

High 60 

Moderate 40 

Low 25 
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The previous sample size table is appropriate for sampling from populations of 250 items or 

greater. For smaller populations, see testing guidance in paragraphs 11.88–.91. 

11.75 The minimum sample sizes in the previous table may be applied for each direct and material 

compliance requirement for each major program.  

16  Although the minimum sample sizes 

suggested in the table often provide the appropriate extent of testing, auditors may use 

professional judgment to determine if larger sample sizes are warranted in order to obtain 

sufficient appropriate audit evidence in particular circumstances. Depending on the nature of the 

compliance requirement, the results of other procedures performed during the audit, and the risks 

and complexities of the sampling population, there may be situations when larger sample sizes 

would be more appropriate than the proposed minimum sample sizes. For example, if there were 

significant deficiencies or material weaknesses noted with the related controls, the auditor may 

expand testing to support the conclusion on compliance. 

11.76 The sample sizes provided in the table are based on an expectation of zero exceptions and 

varying levels of assurance or confidence. A higher remaining risk of material noncompliance 

results in a need for a higher level of assurance (that is, a higher desired confidence level) and a 

larger sample size. Each type of compliance requirement tested should be evaluated separately 

for purposes of determining sample size. If the appropriate sample size is tested and no 

exceptions are discovered, then the planned degree of assurance has been obtained. 

11.77 Many Uniform Guidance compliance audits will include a spectrum of compliance testing sample 

sizes, meaning that some types of compliance requirements may present a high remaining risk of 

material noncompliance and, thus, would require a sample that provides high assurance, whereas 

other types of compliance requirements may present a low remaining risk of material 

noncompliance.  

Desired Level of Assurance 

11.78 When planning a particular sample, the auditor should consider the relationship of the sample to 

the audit objective. Thus, to the extent each compliance test has a different objective, samples 

should be separately considered. As noted in the compliance testing sample size table, the 

primary determinant of the appropriate minimum sample size for a particular compliance test is 

the risk of material noncompliance remaining after considering other audit procedures (for 

example, risk assessment, control testing, testing individually important items, substantive 

analytical procedures) and, therefore, the desired level of assurance.  

11.79 The desired level of assurance or confidence from a compliance sample varies as the types of 

compliance requirements differ in importance and risk. There is also a broad array of audit 

procedures the auditor may use that contribute to the overall evidence of compliance. There is 

general consensus across audit sampling applications that high assurance is typically associated 

with 90 percent to 95 percent confidence levels. The confidence levels associated with moderate 
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 See footnote 13. 
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and low in the compliance table are considered appropriate in compliance testing associated with 

a Uniform Guidance compliance audit.  

11.80 As discussed previously, the basis for expressing an opinion on compliance for each major 

program often is based on multiple procedures. Although the combined totality of audit evidence 

gathered by the auditor should be sufficient to support a high level of assurance, an auditor may 

not need to design compliance samples to achieve high assurance when there are other sources 

of evidence beyond the compliance sample.  

11.81 In evaluating the desired level of assurance, the auditor may consider the importance of the type 

of compliance requirement, inherent risk of noncompliance factors, the risk of fraud, and the 

results from tests of the operating effectiveness of controls for the type of compliance 

requirement. For example, if the auditor has obtained evidence that controls over compliance are 

properly designed and operating effectively to reduce the likelihood of material noncompliance, 

the auditor may assess the remaining risk of material noncompliance as moderate or low and 

similarly reduce the desired level of assurance from the compliance sample. A lower remaining 

risk of material noncompliance results in a need for a lower level of assurance from the sample 

and a smaller sample size. On the other hand, if tests of controls indicated that controls are not 

operating effectively and the auditor is not able to support a low assessed level of control risk of 

noncompliance for the major program, the auditor must assess control risk of noncompliance at 

the maximum. Maximum control risk of noncompliance may result in higher remaining risk of 

material noncompliance, and the desired level of assurance from the compliance test also 

increases to moderate or high to support an unmodified opinion on the auditee’s compliance.  

17  

11.82 As noted in the prior paragraph, the risk of material noncompliance is affected by the inherent risk 

of noncompliance for the particular type of compliance requirement. There are many factors that 

can affect inherent risk of noncompliance, for example, the regulatory environment, the 

significance of the particular requirement to the overall program, the complexity of relevant 

regulations, changes in regulations, or the experience the auditee has with the federal program. In 

assessing the remaining risk of material noncompliance, the engagement team may also 

consider the results of procedures performed in connection with the audit of the financial 

statements.  

11.83 Auditors, in assessing inherent risk of noncompliance, typically assess risk factors associated 

with the types of compliance requirements being tested. Further, there are general risk factors 

which may suggest the need to obtain a higher level of assurance from an audit sample. 

Examples of such risk factors are discussed in paragraph 11.67. Audit risk of noncompliance 

considerations, including inherent risk of noncompliance, are also discussed in chapter 6 of this 

guide.  

  

                                                        
17

 However, if during the testing of the compliance sample, the auditor finds sufficient evidence of noncompliance 

to support an opinion other than unmodified, the auditor is not required to test remaining or additional items. 
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Tolerable Exception Rate 

11.84 The tolerable exception rate for compliance tests is the maximum rate of compliance exceptions 

that auditors are willing to accept. The tolerable exception rate for all types of compliance 

requirements is related to program materiality. Materiality is considered in relation to each major 

program. The quantitative thresholds used to determine if an exception is an “audit finding” 

related to a major program is lower than the materiality used for planning the Uniform Guidance 

compliance audit and expressing an opinion on the auditee's compliance. (Materiality is also 

discussed in chapters 6 and 8, “Determination of Major Programs,” of this guide.) 

11.85 The determination of major program materiality is a matter of professional judgment. The 

tolerable exception rate for a compliance sample testing nonmonetary compliance attributes (for 

example, Reporting type of compliance requirement) as well as monetary compliance attributes 

(for example, allowable costs/cost principles type of compliance requirement) is normally equal 

to or lower than the level of materiality for expressing an opinion on the auditee’s compliance with 

requirements having a direct and material effect on each major program. For example, if program 

materiality is determined to be 5 percent of program expenditures, then the tolerable exception 

rate for a compliance sample testing monetary attributes would be 5 percent or less. Similarly, if a 

5 percent exception rate for a nonmonetary compliance attribute is considered material, then the 

tolerable exception rate for compliance sample testing that nonmonetary attribute would be 5 

percent or less. The compliance testing sample size table is based on a 5 percent tolerable 

exception rate for both nonmonetary and monetary attributes. If program materiality is set lower 

than 5 percent, then the tolerable exception rate would be lowered, and the minimum sample 

sizes may need to be adjusted upward. The AICPA Audit Guide Audit Sampling provides tables 

and guidance for auditors desiring to design audit samples for different tolerable exception rates.  

Expected Population Exception Rate 

11.86 The compliance testing sample size table is based on an expectation of no exceptions. If no 

exceptions are discovered in testing, then the desired level of assurance is obtained about 

compliance. When more exceptions are encountered than were planned for, the auditor has not 

met the planned audit objective. Auditors may develop their own sample sizes with planned 

exceptions. Appendix A of the AICPA Audit Guide Audit Sampling provides tables and guidance for 

auditors desiring to design audit samples when exceptions are expected. 

11.87 All exceptions (whether planned or not) should be investigated to determine the potential effect 

on the program. Although not all exceptions will lead to an audit finding, the auditor should 

evaluate compliance exceptions (whether planned or not) for their nature and cause to determine 

the potential effect on the program. 
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Testing Small Populations 

11.88 Some significant controls, or instances of complying with a compliance requirement, occur 

infrequently (for example, submitting a required report). Table 11-3 provides suggested minimum 

sample sizes in testing small populations subject to controls and compliance requirements.  

18 

Small populations, for purposes of this chapter, are defined as populations of fewer than 250 

items. 

Table 11-3 

Small population sample size table 

Frequency and  

population size 

Sample size 

Quarterly (4) 2 

Monthly (12) 2–4 

Semimonthly (24) 3–8 

Weekly (52) 5–9 

11.89 For populations between 52 and 250 items, a rule of thumb some auditors follow is to test a 

sample size of approximately 10 percent of the population, but the size is subject to professional 

judgment, which would include specific engagement risk assessment considerations. 

11.90 For more significant controls discussed in paragraphs 11.63–.66, or for more significant types of 

compliance requirements, the auditor may determine the appropriate sample size is on the larger 

end of the ranges displayed in the small population sample size table.  

11.91 The auditor may consider the size of the population by reference to the defined sampling unit. For 

example, in some cases, the auditor may need to consider the populations from several locations 

or organizational units; if there were weekly controls over the occurrence of expenses at each of 

40 departments, the population of weekly expense test controls would be 2,080 (52 × 40), and this 

would not be a small population. 

Selecting Sample Items for Testing 

11.92 Once the population of transactions or items relevant for a control or type of compliance 

requirement is identified, the auditor may select items for testing from a physical or electronic 

representation of the population. For example, a physical representation might be a printout of 

expenditures for the period.  

11.93 The auditor should select items for the sample in such a way that the auditor can reasonably 

expect the sample to be representative of the relevant population and likely provide the auditor 

with a reasonable basis for conclusions about the population. The goal of sample selection, a 
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 The table is adapted from table 3-5, "Testing Operating Effectiveness of Small Population," in the AICPA Audit 

Guide Audit Sampling. 
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representative sample, is the same for both nonstatistical and statistical sampling. For statistical 

sampling, it is necessary to use an appropriate random sampling method, such as simple random 

sampling or systematic sampling. In nonstatistical sampling, the auditor uses a sample selection 

approach that approximates a random sampling approach.  

19  Please note that the Compliance 

Supplement provides specific guidance on sample selection for certain types of major programs. 

20  

11.94 As noted previously in the discussion on determining the appropriate sampling population, it is 

common for control testing samples to be drawn from a population that contains multiple major 

programs (assuming common controls, policies, procedures, and competence of personnel). 

Experience has shown that it is preferable to select separate compliance samples from each 

major program because the separate samples provide clear evidence of the tests performed, the 

results of those tests, and the conclusions reached, which support the auditor’s opinion on 

compliance for each major program. 

11.95 An overview of selection methods follows. For nonstatistical sampling, the auditor may select the 

sample using any of the three techniques that follow. However, the haphazard selection 

technique is not appropriate for statistical sampling. The AICPA Audit Guide Audit Sampling 

contains additional guidance on applying the techniques discussed in the following paragraphs 

as well as additional sampling techniques, such as block and sequential.  

Random Selection 

11.96 Random selection provides an equal chance of selection to each sampling item in the population. 

To perform this selection, the auditor may select a random sample by matching random numbers 

generated by a computer or selected from a random number table or by generating random 

numbers with software such as Microsoft Excel or commercial audit software packages.  

Haphazard Selection 

11.97 The haphazard selection technique represents the auditor’s best attempt at making a random 

selection judgmentally without the use of a structured selection technique (for example, random 

numbers or tables). It is the selection of sampling units without any intentional bias, that is, 

without any special reasoning for including or omitting items from the sample. Haphazard 

selection does not consist of selecting sampling units in a careless manner. For example, when 

the physical representation of the population of all vouchers processed for the period under audit 

is a file cabinet drawer of vouchers, a haphazard sample might include any of the vouchers that 

the auditor haphazardly pulls from the drawer, regardless of each voucher’s size, shape, location, 

or other physical features.  
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 A properly designed nonstatistical sampling application that considers the same factors that would be 

considered in a properly designed statistical sample can provide results that are as effective as those from a 

properly designed statistical sampling application. Please see the AICPA Audit Guide Audit Sampling for further 

discussion of nonstatistical and statistical sampling. 
20

 For example, the Office of Management and Budget Compliance Supplement provides guidance on how to select 

items in a research and development cluster that includes multiple federal agencies and award types. 
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11.98 The auditor using haphazard selection is normally careful to avoid distorting the sample by 

selecting, for example, only large, only unusual, only convenient, or only physically small items or 

by omitting such items as the first or last in the physical representation of the population. The 

goal is to select a sample without bias. Although haphazard sampling is useful for nonstatistical 

sampling, it is not appropriate for statistical sampling because it does not allow the auditor to 

measure the probability of selecting a combination of sampling units. 

Systematic Selection With a Random Start 

11.99 Systematic selection with a random start determines a uniform interval by dividing the number of 

physical units in the population by the sample size. A starting point is randomly selected in the 

first interval, and 1 item is selected throughout the population at each of the uniform intervals 

from the starting point. For example, if the auditor wishes to select 60 items from a population of 

12,000 items, the uniform interval is every 200th item. The auditor randomly selects the first item 

from within the first interval and then selects every 200th item from the random start.  

11.100 If the deviation pattern is random, then systematic selection is equivalent to simple random 

selection. In the absence of a known pattern in the population, it is a practical and efficient 

alternative to simple random selection, particularly when items are being selected manually from 

a population.  

Performing the Test Procedures 

11.101 After the sampling plan has been designed, and the auditor has selected the sample, if the 

auditor is not able to apply the planned audit procedures or appropriate alternative procedures to 

selected items, the auditor should consider the reasons for this limitation and should ordinarily 

consider those selected items to be control deviations or compliance exceptions from the 

prescribed policy or procedure for the purpose of evaluating the sample. Additional guidance on 

performing the sampling plan, including how to handle sample items that are voided documents, 

unused or inapplicable documents, or documents that cannot be located, can be obtained in 

chapter 3 of the AICPA Audit Guide Audit Sampling. 

Investigate and Understand the Nature and Cause of Control Deviations and Compliance Exceptions  

11.102 In addition to providing an auditor’s opinion on compliance for each major program, the Uniform 

Guidance requires the auditor to report on deficiencies in internal control over compliance which 

constitute significant deficiencies or material weaknesses in internal control over compliance. 

The Uniform Guidance also requires the auditor to report known questioned costs when the likely 

questioned costs are greater than $25,000. 

21  Thus, whenever a control deviation or a compliance 

exception is identified, the auditor should evaluate the nature and cause of the deviation or 

exception. Understanding the potential effect on the program will assist the auditor in 

determining whether sufficient appropriate evidence has been obtained to support the auditor’s 
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opinion on compliance and whether to report an internal control finding, compliance finding, or 

both. 

11.103 In evaluating deviations and exceptions, the auditor may consider factors such as the following: 

 Systematic nature of the deviation or exception. If a control deviation or compliance exception 
is systematic in nature, it is more likely to lead to an audit finding than if the deviation or 
exception is contained to a subset of the population testing. Guidance regarding deviations 
or exceptions believed to be nonsystematic is provided in paragraphs 11.108–.132. 

 Intentional deviation or exception. The discovery of fraud requires a broader consideration of 
the possible implications than does the discovery of a deviation or exception attributable to a 
mistake or lack of understanding. 

 Pattern relative to past history. Control deviations or compliance exceptions observed in the 
current audit that are similar in nature to deviations or exceptions that led to a finding or 
material noncompliance in past audits typically increases the likelihood that an audit finding 
will be reported, or that there is material noncompliance in the current year. The nature of the 
pattern may lead the auditor to perform additional tests to determine the effect of the 
deviation or exception. Further, an auditee’s failure to correct previously identified 
deficiencies in internal control over compliance or compliance exceptions is also a relevant 
factor in the evaluation consideration. 

Determine If Additional Testing Is Warranted in Response to an Observed Deviation or Exception 

11.104 If exceptions are found and the likely questioned costs are close to the audit materiality level for 

a major program or the audit finding reporting threshold of $25,000, the auditor may conduct 

additional tests to better substantiate the likely questioned costs. In addition, if findings occur in 

a particular risky area of a major program, additional testing may be warranted to substantiate 

the compliance opinion.  

11.105 The sample sizes in the controls and compliance sample size tables are based on an expectation 

of zero deviations or exceptions. The auditor may encounter an unexpected deviation or 

exception rate in a sample from a population that was expected to be deviation- or exception-

free or to have a low incidence of deviation or exception. In such cases, it is important for the 

auditor to recognize that the sample is expected to be representative only with respect to the 

occurrence rate or incidence of deviations or exceptions, not their nature or cause. An 

unexpected deviation or exception may be indicative of other deviations or exceptions in the 

population. When the auditor, expecting a negligible or zero deviation or exception rate, selected 

a small sample and found a deviation or exception rate slightly higher than expected, and the 

auditor believes the deviation or exception rate observed does not represent a reportable finding, 

it may be appropriate to extend the sample from that population, but the appropriate extension 

would not be small. More guidance on dealing with negligible exception rates is provided in the 

AICPA Audit Guide Audit Sampling. 

11.106 In some instances, the auditor’s understanding of the nature and cause of the deviation or 

exception may suggest the sample deviation or exception rate is not likely to be representative of 

the population (that is, it is not a systematic error). In such instances, the auditor may consider 

whether to pursue additional evidence to indicate that the sample deviation or exception rate is 
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not representative of the entire population (that is, the error can be contained to a specific 

subpopulation). To conclude that a deviation or exception is nonsystemic typically requires the 

auditor to perform additional audit procedures to obtain sufficient appropriate audit evidence 

that the actual deviation or exception rate experienced in the sample is not representative of the 

deviation or exception rate in the population. 

11.107 When the decision regarding reporting a finding is not straightforward, the auditor may consider 

reporting deviations and exceptions as audit findings and letting the appropriate officials of the 

federal awarding agency or pass-through entity investigate further.  

Evaluating Sample Results 

Evaluating Control Deviations 

11.108 Whether the sample is statistical or nonstatistical, the auditor should investigate the nature and 

cause of such deviations and evaluate the possible effect on the purpose of the audit procedure 

and on other areas of the audit. 

11.109 The controls sample size table in paragraph 11.61 is based on an expectation of zero deviations. 

When more deviations are encountered than were planned for, the auditor has not met the 

planned audit objective. In other words, although the auditor needs a tolerance, or tolerable 

deviation rate, in order to plan a sample, the observance of a deviation rate as high as the 

tolerable rate in a sample is not acceptable due to sampling risk (discussed in the following).  

11.110 As previously discussed, when a control deviation is identified, the auditor should evaluate the 

nature and cause of the deviation. Control deviations should be evaluated to determine whether 

they are significant deficiencies or material weaknesses in internal control over compliance. 

Calculating the Control Deviation Rate 

11.111 Calculating the deviation rate in the control test sample involves dividing the number of observed 

deviations by the sample size. For example, if 3 deviations are observed in a sample of 60, the 

deviation rate is 5 percent (3/60). The deviation rate in the sample is the auditor’s best estimate 

of the deviation rate in the population from which it was selected. Because the purpose of testing 

is generally to confirm the reliability of the control, it is common to assume that controls are 

effective when designing the audit plan. Thus, deviations observed in the sample are often 

important to the auditor’s compliance testing strategy, depending on the deviation rate and 

reasons for the deviation. 

Considering Sampling Risk Associated With Control Testing 

11.112 When evaluating a sample for a test of controls, the auditor should give appropriate 

consideration to sampling risk—the risk that the auditor’s conclusions based on a sample may be 

different from the conclusion if the entire population were subjected to the same audit 

procedure. If the estimate of the population deviation rate (the sample deviation rate) is less than 

the tolerable deviation rate for the population, the auditor should consider the risk that such a 
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result might be obtained even if the true deviation rate for the population exceeds the tolerable 

rate for the population. 

11.113 If an auditor performs a statistical sampling application, the auditor might use a table or 

computer program to assist in measuring the allowance for sampling risk. If the auditor 

performs a nonstatistical sampling application, sampling risk may not be directly measurable; 

however, it is generally appropriate for the auditor to conclude that the sample results do not 

support the planned assessed level of control risk of noncompliance if the rate of deviation 

identified in the sample exceeds the expected population deviation rate used in designing the 

sample (which is zero in the control testing sample size table in this guide). 

11.114 The control sample size table is based on an expectation of zero deviations. When more 

deviations are encountered than were planned for, the auditor has not met the planned audit 

objective, and there is likely to be an unacceptably high risk that the true deviation rate in the 

population exceeds the tolerable rate due to sampling risk. In such a circumstance, after 

considering the reasons for the control deviation(s) and the number of deviations identified, the 

auditor may conclude it is appropriate to expand the test or perform other tests to include 

sufficient additional items to reduce control risk to an acceptable level. 

22  Rather than testing 

additional items, however, it is often more efficient in a Uniform Guidance compliance audit to 

report a deficiency in internal control over compliance and, when testing compliance, to increase 

the auditor’s assessed level of remaining risk of material noncompliance and increase the extent 

of compliance testing to reflect the change in the control risk of noncompliance assessment.  

Assessing the Potential Magnitude of a Deficiency in Internal Control Over Compliance 

11.115 If the auditor finds deviations, a determination is needed as to whether they are deficiencies in 

internal control over compliance and, if so, whether those deficiencies are material weaknesses, 

significant deficiencies, or just deficiencies in internal control over compliance. AU-C section 265, 

Communicating Internal Control Related Matters Identified in an Audit, requires the auditor to 

consider the likelihood and magnitude of deficiencies, individually or in combination. (See 

chapter 9 of this guide.) 

23  

Reaching an Overall Conclusion on Tests of Controls 

11.116 The overall conclusion about the effect that the evaluation of the sample results will have on the 

assessed level of control risk of noncompliance, the risks of material noncompliance, and, thus, 

on the nature, timing, and extent of planned compliance tests requires professional judgment. If 

the sample results, along with other relevant audit evidence, support the planned low assessed 

level of control risk of noncompliance, the auditor may have no need to modify planned 
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 Additional guidance on expanding the sample is provided in chapter 3, "Nonstatistical and Statistical Audit 

Sampling in Tests of Controls," of the AICPA Audit Guide Audit Sampling. 
23

 When the deficiency in internal control over compliance relates to monetary values, chapter 3 of the AICPA Audit 

Guide Audit Sampling provides an approach to quantifying the potential magnitude of monetary exposure to 

noncompliance. 



© 2019 Association of International Certified Professional Accountants. All rights reserved. C-33 

compliance tests. If a low assessed level of control risk of noncompliance is not supported, the 

auditor should consider either performing further tests of other controls that could result in 

supporting the planned level of control risk of noncompliance or increasing the assessed level of 

control risk of noncompliance and altering the nature, timing, or extent of the planned 

compliance tests accordingly. 

11.117 Additional guidance regarding whether there is evidence of an audit finding, significant 

deficiency, or material weakness in internal control over compliance is found in chapters 9 and 

13, “Auditor Reporting Requirements and Other Communication Considerations in a Single Audit,” 

of this guide. 

Evaluating Compliance Exceptions 

11.118 Exceptions observed in a sample are important to the auditor’s compliance testing strategy and 

should be evaluated to determine whether to report findings of material noncompliance. Further, 

compliance findings may affect the opinion on the auditee’s compliance with the compliance 

requirements that could have a direct and material effect on major programs. Whether the 

sample is statistical or nonstatistical, the auditor should evaluate the nature and cause of the 

noncompliance to reach an overall conclusion on compliance with a particular type of 

compliance requirement. 

Calculating the Compliance Exception Rate or Likely Questioned Costs 

11.119 For nonmonetary compliance attributes, calculating the exception rate in the compliance test 

sample involves dividing the number of observed exceptions by the sample size. For example, if 

3 exceptions are observed in a sample of 60, the exception rate is 5 percent (3/60). The 

exception rate in the sample generally is the auditor’s best estimate of the exception rate in the 

population from which it was selected. 

11.120 Although compliance testing in a Uniform Guidance compliance audit often involves monetary 

amounts, the focus of the testing is on whether or not there is evidence of compliance to support 

the auditor’s opinion on compliance. Additionally, when noncompliance is discovered related to 

monetary transactions of a program, the Uniform Guidance requires the auditor to determine and 

report known questioned costs and estimate likely questioned costs associated with the audit 

finding. The estimation of likely questioned costs may require the projection of sample results to 

determine the effect on the auditor’s opinion on compliance and whether an audit finding is 

required to be reported in the schedule of findings and questioned costs.  

24  The auditor is not 

required to expand test work to definitively determine the total questioned costs because there is 

no requirement in the Uniform Guidance to report an exact amount or a statistical projection of 

likely questioned costs. Rather, the Uniform Guidance requires the auditor to consider the effect 

of likely questioned costs on the auditor’s opinion on compliance and include an audit finding 

when the auditor's estimate of likely questioned costs is greater than $25,000.  
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 See footnote 4. 
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11.121 As noted previously, the auditor should evaluate the finding to calculate an estimate of likely 

questioned costs in order to determine whether likely questioned costs exceed $25,000. For 

example, the auditor specifically identifies $7,000 in known questioned costs for a type of 

compliance requirement but, based on a projection of the exception to the population, develops 

an estimate that the total likely questioned costs are approximately $60,000. In that case, based 

on the $60,000 of likely questioned costs, the auditor must report an audit finding that identifies 

the known questioned costs of $7,000. Chapter 13 of this guide further discusses reporting 

findings based on likely questioned costs. If likely questioned costs exceed program materiality, 

the auditor may consider modifying the audit opinion on compliance for that program (chapter 6 

of this guide further discusses materiality considerations as it relates to opining on major 

programs). 

11.122 There are two approaches commonly used to project compliance results to a monetary 

population. First, if the monetary compliance exceptions are 100 percent errors (for example, the 

entire sampling unit contains all allowable or unallowable cost), from a population of similar 

sized transactions, the same exception rate technique discussed previously for nonmonetary 

compliance attributes can be applied to the population of dollars to estimate the likely 

questioned costs. For example, if 3 exceptions are observed in a sample of 60, the exception rate 

is 5 percent (3/60). Assuming the 3 exceptions were 100 percent errors, and the population is 

made up of homogeneous transactions, the 5 percent exception rate would be applied to the 

total population monetary value to estimate likely questioned costs. Continuing the example, if 

the total value of the sampling population was $1,000,000, then the likely questioned costs would 

be $50,000.  

11.123 The second approach to projecting compliance sample results to the population applies the 

noncompliance or questioned cost rate of dollar noncompliance observed in the sample to the 

population. For example, an auditor might have selected a sample that sums to $15,000 and 

observed known questioned costs of $450, or 3 percent of the recorded amount of the 

expenditures tested. If the total recorded amount in the expenditures population is $1,000,000, 

then projected likely questioned costs are $30,000 ($1,000,000 × 3%). This approach is especially 

useful when a sampling unit is found to be only partially incorrect. 

11.124 See the AICPA Audit Guide Audit Sampling for additional methods to calculate the compliance 

exception rate or likely questioned costs.  

Considering Sampling Risk Associated With Compliance Testing 

11.125 When evaluating a sample for a test of compliance, the auditor should give appropriate 

consideration to sampling risk. If the estimate of the population exception rate (the sample 

exception rate) for nonmonetary attributes is less than the tolerable exception rate for the 

population, or if the estimate of likely questioned costs is less than tolerable error for a monetary 

population, the auditor might consider the risk that such a result might be obtained even if the 

true exception rate or questioned costs for the population exceeds the tolerable rate or tolerable 

error, respectively, for the population. 
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11.126 If an auditor performs a statistical sampling application, the auditor might use a table or 

computer program to assist in measuring the allowance for sampling risk. If the auditor 

performs a nonstatistical sampling application, sampling risk may not be directly measurable; 

however, it is generally appropriate for the auditor to conclude that the sample results do not 

support an acceptable level of compliance if the rate of exception or likely questioned costs 

identified in the sample exceeds the expected exception rate used in designing the sample 

(which is zero in the compliance testing sample size table in this guide). 

11.127 The compliance sample size table in paragraph 11.74 is based on an expectation of zero 

exceptions. When more exceptions are encountered than were planned for, the auditor has not 

met the planned audit objective, and there is likely to be an unacceptably high risk that the true 

exception rate in the population exceeds the tolerable rate due to sampling risk. In such a 

circumstance, after considering the reasons for the compliance exception(s) and the number 

and magnitude of exception(s) identified, the auditor may conclude it is appropriate to expand 

testing or perform other tests to include sufficient additional items to reduce the risk of material 

noncompliance to an acceptable level.  

25  Alternatively, rather than expand the scope of testing to 

improve the precision of the projected error, the auditor may consider it prudent to report the 

exceptions as an audit finding and evaluate the effect that the sample result has on the assessed 

level of risk of material noncompliance and the overall compliance opinion. 

11.128 In evaluating whether an exception is a finding, it is particularly important to consider sampling 

risk when the projected likely questioned costs are close to the reporting threshold of $25,000. 

The auditor would generally conclude that there is an unacceptable risk that the true questioned 

costs exceeds the reporting threshold. Even when the projected likely questioned costs are 

considerably less than the reporting threshold, the auditor should consider the risk that such a 

result might be obtained even though the true questioned costs for the population exceeds the 

reporting threshold (allowance for sampling risk). The smaller the sample, the greater the 

associated uncertainty or sampling risk associated with that sample. 

Effect of Compliance Testing Results on Internal Control Results Reporting 

11.129 The auditor should relate the evaluation of the compliance testing sample to other relevant audit 

evidence when forming a conclusion about compliance as well as internal control over 

compliance. If compliance testing results in exceptions, the auditor should relate this testing to 

the results of tests of internal control. A compliance exception is an indicator of a potential 

deficiency in internal control over compliance.  

Reaching an Overall Conclusion on Tests of Compliance 

11.130 The overall conclusion about the effect that the evaluation of the sample results has on the 

assessed level of risk of material noncompliance and, thus, on the overall Uniform Guidance 

compliance audit opinion, requires the auditor to use professional judgment. If the sample 
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 Additional guidance on expanding the sample is provided in chapter 3 of the AICPA Audit Guide Audit Sampling. 
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results, along with other relevant audit evidence, support other than an unmodified opinion, the 

auditor should modify the opinion accordingly.  

11.131 For nonmonetary compliance attributes (for example, a report is submitted on a timely basis), 

the auditor should document noted exceptions and consider the guidance contained in the 

Uniform Guidance to determine if the finding should be included in the schedule of findings and 

questioned costs in the Uniform Guidance compliance audit reporting package. For monetary 

attributes, the auditor should also document noted exceptions (and any related questioned 

costs), and if the known or likely questioned costs exceeds $25,000, the auditor must report the 

audit finding. 

11.132 When the auditor finds a compliance exception that, in itself, does not meet the criteria of an 

audit finding, the auditor would typically gain assurance that the exception may, indeed, be 

omitted from the schedule of findings and questioned costs. Although the Uniform Guidance 

does not require the auditor to expand a sample in the case of exceptions, there may be 

additional procedures performed to support the conclusion that the exception is not a finding, for 

example if the questioned costs are close to the reporting threshold of $25,000. In all cases 

when an initial exception is determined not to be a finding, the auditor should document the 

rationale for omitting the exception from the schedule of findings and questioned costs.  

Documenting the Sampling Procedure 

11.133 According to paragraph .40 of AU-C section 935, the auditor should document responses to the 

assessed risks of material noncompliance, the procedures performed to test compliance with 

applicable compliance requirements,  

26  and the results of those procedures, including any tests 

of controls over compliance. The following paragraphs provide information related to 

documenting sampling procedures and the results of such procedures as it applies to a 

compliance audit. 

11.134 As noted in chapter 3, “Planning and Performing a Financial Statement Audit in Accordance With 

Government Auditing Standards,” of this guide, AU-C section 230, Audit Documentation, provides 

requirements and guidance on the form, content, extent, retention, and confidentiality of audit 

documentation. AU-C section 230 contains guidance on documenting significant findings or 

issues; identifying the preparer and reviewer of audit documentation; documenting specific items 

tested; documenting departures from relevant Statements on Auditing Standards; revising audit 

documentation after the date of the auditor’s report; and ownership and confidentiality of audit 

documentation. Among other things, AU-C section 230 states that an auditor should prepare 

audit documentation that is sufficient to enable an experienced auditor, having no previous 

connection to the audit, to understand the following: 

 The nature, timing, and extent of auditing procedures performed to comply with generally 
accepted auditing standards and applicable legal and regulatory requirements (for example, 
Government Auditing Standards and the Uniform Guidance) 
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 The results of the audit procedures performed and the audit evidence obtained  
 Significant findings or issues arising during the audit, the conclusions reached thereon, and 

significant professional judgments made in reaching those conclusions 

11.135  In addition to the requirements found in AU-C section 230, Government Auditing Standards 

includes several additional audit documentation requirements that are described in chapter 3 of 

this guide. 

11.136 The form and extent of documentation related to sampling are influenced by numerous factors, 

which may include the size and complexity of the auditee, the nature and complexity of the 

auditee’s internal control over compliance, the nature and complexity of the compliance 

requirements, and the auditee’s past experience relative to compliance. 

11.137 Although AU-C section 230, AU-C section 530, and this guide do not contain a list of specific 

documentation requirements for audit sampling applications, examples of items that the auditor 

typically documents include the following:  

 A description of the control or type of compliance requirement being tested 
 A definition of the population and the sampling unit, including how the auditor considered the 

completeness of the population (discussed in paragraphs 11.33–.41) 
 A definition of the deviation or exception condition (discussed in paragraphs 11.52–.53) 
 The desired confidence or assurance level, the tolerable deviation or exception rate, and the 

expected population deviation or exception rate  

27  (as discussed in paragraphs 11.60–.91) 
 The chosen sample size  

28  
 The sample selection method such as random, haphazard, or systematic selection (as 

discussed in paragraphs 11.92–.100) 
 The selected sample items, which would include identifying characteristics of the specific 

items tested, clear documentation to support both controls and compliance testing when 
dual purpose testing is applied (as discussed in paragraphs 11.54–.59), and resolution of any 
documents that cannot be located (as discussed in paragraph 11.101). Paragraph .A14 of 
AU-C section 230 provides several alternatives regarding how an auditor can identify selected 
sample items in audit documentation 

 An evaluation of the sample, including the following: 
– The number of deviations or exceptions found in the sample 

– Important qualitative aspects of the deviation(s) or exception(s) 
– The projected population deviation or exception rate 

– A determination of whether the sample results support the test objective 
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 Use of a sample size from the tables in this chapter provides adequate documentation of the underlying inputs to 

the table (that is, tolerable deviation or exception rate, confidence, and expected deviation or exception rate). 

However, the support for the sample size used within the range provided, which depends on factors such as the 

significance of the control tested or the remaining risk of material noncompliance, is based on auditor judgment 

and is not implicit in the tables and, thus, is important in documenting the sampling applications and procedures. 
28

 See footnote 26. Similarly, if an auditor determines a sample size using other than the suggested minimums from 

the tables in this chapter (for example, some audit organizations may use their own internal guidance that results in 

a sample size that is slightly different from the tables in this chapter), the basis for that determination would also be 

important in documenting the sampling applications and procedures. 
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– The effect of the evaluation on other audit procedures (for example, if tests of controls do 
not allow the auditor to support a low assessed level of control risk of noncompliance for 
major programs, consideration of the effect on subsequent tests of compliance) 

– The auditor’s determination of known questioned costs and estimation of likely 
questioned costs 

– A determination whether observed deviation(s) or exception(s) require a modification of 
the auditor’s opinion on compliance or will result in a finding and, if not, how the auditor 
considered sampling risk (as discussed in paragraphs 11.108–.132) 

 Any qualitative factors considered significant in making the sampling, selections, 
assessments, and judgments, which may include multiple major programs, multiple 
organizational units, clusters, or other factors 

 A summary of the overall conclusion (if not evident from the results) 
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Exempt Organizations Glossary 

Governmental terminology 

accounting system. The methods and records established to identify, assemble, analyze, 
classify, record, and report a government’s transactions and to maintain accountability for the 
related assets and liabilities. 

accrual basis of accounting. The recording of financial effects on a government of transactions 
and other events and circumstances that have consequences for the government in the periods 
in which those transactions, events, and circumstances occur, rather than only in the periods in 
which cash is received or paid by the government. 

ad valorem tax. A tax based on value (such as a property tax). 

advance from other funds. An asset account used to record noncurrent portions of a long-term 
debt owed by one fund to another fund within the same reporting entity. (See due to other funds 
and interfund receivable/payable). 

appropriation. A legal authorization granted by a legislative body to make expenditures and to 
incur obligations for specific purposes. An appropriation is usually limited in the amount and 
time it may be expended. 

assigned fund balance. A portion of fund balance that includes amounts that are constrained by 
the government’s intent to be used for specific purposes, but that are neither restricted nor 
committed. 

basis of accounting. A term used to refer to when revenues, expenditures, expenses, and 
transfers, and related assets and liabilities are recognized in the accounts and reported in the 
financial statements. Specifically, it relates to the timing of the measurements made, regardless 
of the nature of the measurement. (See accrual basis of accounting, cash basis of accounting, 
and modified accrual basis of accounting). 

bond. A written promise to pay a specified sum of money (the face value or principal amount) at 
a specified date or dates in the future (the maturity dates[s]), together with periodic interest at a 
specified rate. Sometimes, however, all or a substantial part of the interest is included in the face 
value of the security. The difference between a note and bond is that the latter is issued for a 
longer period and requires greater legal formality. 

business type activities. Those activities of a government carried out primarily to provide 
specific services in exchange for a specific user charge. 

capital grants. Grants restricted by the grantor for the acquisition or construction, or both, of 
capital assets. 
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capital projects fund. A fund used to account for and report financial resources that are 
restricted, committed, or assigned to expenditures for capital outlays, including the acquisition 
or construction of capital facilities and other capital assets. Capital project funds exclude those 
types of capital-related outflows financed by proprietary funds or for assets that will be held in 
trust for individuals, private organizations, or other governments. 

cash basis of accounting. A basis of accounting that requires the recognition of transactions 
only when cash is received or disbursed. 

committed fund balance. A portion of fund balance that includes amounts that can only be 
used for specific purposes pursuant to constraints imposed by formal action of the 
government’s highest level of decision-making authority. 

consumption method. The method of accounting that requires the recognition of an 
expenditure or expense as inventories are used. 

contributed capital. Contributed capital is created when a general capital asset is transferred to 
a proprietary fund or when a grant is received that is externally restricted to capital acquisition or 
construction. Contributions restricted to capital acquisition and construction and capital assets 
received from developers are reported in the operating statement as a separate item after 
nonoperating revenues and expenses. 

custodial fund. A fiduciary fund used to account for financial resources not administered 
through a trust or equivalent arrangement meeting specified criteria, and that are not required to 
be reported in a pension (and other employee benefit) trust fund, investment trust fund, or 
private-purpose trust fund.  

debt service fund. A fund used to account for and report financial resources that are restricted, 
committed, or assigned to expenditure for principal and interest. Debt service funds should be 
used to report resources if legally mandated. Financial resources that are being accumulated for 
principal and interest maturing in future years should also be reported as debt service funds. 

deferred inflow of resources. An acquisition of net assets by a government that is applicable to 
a future reporting period. 

deferred outflow of resources. A consumption of net asset by a government that is applicable 
to a future reporting period. 

deficit. (a) The excess of the liabilities of a fund over its assets. (b) The excess of expenditures 
over revenues during an accounting period or, in the case of proprietary funds, the excess of 
expenses over revenues during an accounting period. 

disbursement. A payment made in cash or by check. Expenses are only recognized at the time 
physical cash is disbursed. 

due from other funds. A current asset account used to indicate an account reflecting amounts 
owed to a particular fund by another fund for goods sold or services rendered. This account 
includes only short-term obligations on an open account, not interfund loans. 
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due to other funds. A current liability account reflecting amounts owed by a particular fund to 
another fund for goods sold or services rendered. This account includes only short-term 
obligations on an open account, not interfund loans. 

enabling legislation. Legislation that authorizes a government to assess, levy, charge, or 
otherwise mandate payment of resources from external resource providers and includes a 
legally enforceable requirement that those resources be used for the specific purposes 
stipulated in the legislation. 

encumbrances. Commitments related to unperformed (executory) contracts for goods or 
services. Used in budgeting, encumbrances are not generally accepted accounting principles 
(GAAP) expenditures or liabilities but represent the estimated amount of expenditures that will 
ultimately result if unperformed contracts in process are completed. 

enterprise fund. A fund established to account for operations financed and operated in a 
manner similar to private business enterprises (such as gas, utilities, transit systems, and 
parking garages). Usually, the governing body intends that costs of providing goods or services 
to the general public be recovered primarily through user charges. 

expenditures. Decreases in net financial resources. Expenditures include current operating 
expenses requiring the present or future use of net current assets, debt service and capital 
outlays, intergovernmental grants, entitlements, and shared revenues. 

expenses. Outflows or other consumption of assets or incurrences of liabilities, or a 
combination of both, from delivering or producing goods, rendering services, or carrying out 
other activities that constitute the entity’s ongoing major or central operations. 

fiduciary fund. A fund that reports fiduciary activities meeting the criteria in paragraphs 6—11 of 
GASB Statement No. 84, Fiduciary Activities. Financial reporting is focused on reporting net 
position and changes in net position.   

fund. A fiscal and accounting entity with a self-balancing set of accounts in which cash and 
other financial resources, all related liabilities and residual equities, or balances, and changes 
therein, are recorded and segregated to carry on specific activities or attain certain objectives in 
accordance with special regulations, restrictions, or limitations. 

fund balance. The difference between fund assets and fund liabilities of the generic fund types 
within the governmental category of funds. 

fund financial statements. Each fund has its own set of self-balancing accounts and fund 
financial statements that focus on information about the government’s governmental, 
proprietary, and fiduciary fund types. 

fund type. The 11 generic funds that all transactions of a government are recorded into. The 11 
fund types are as follows: general, special revenue, debt service, capital projects, permanent, 
enterprise, internal service, private-purpose trust, pension (and other employee benefit) trust, 
investment trust, and custodial. 
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GASB. The Governmental Accounting Standards Board (GASB), organized in 1984 by the 
Financial Accounting Foundation (FAF) to establish standards of financial accounting and 
reporting for state and local governmental entities. Its standards guide the preparation of 
external financial reports of those entities. 

general fund. The fund within the governmental category used to account for all financial 
resources, except those required to be accounted for in another governmental fund. 

general-purpose governments. Governmental entities that provide a range of services, such as 
states, cities, counties, towns, and villages. 

governmental funds. Funds used to account for the acquisition, use, and balances of spendable 
financial resources and the related current liabilities, except those accounted for in proprietary 
funds and fiduciary funds. Essentially, these funds are accounting segregations of financial 
resources. Spendable assets are assigned to a particular government fund type according to the 
purposes for which they may or must be used. Current liabilities are assigned to the fund type 
from which they are to be paid. The difference between the assets and liabilities of 
governmental fund types is referred to as fund balance. The measurement focus in these fund 
types is on the determination of financial position and changes in financial position (sources, 
uses, and balances of financial resources), rather than on net income determination. 

government-wide financial statements. Highly aggregated financial statements that present 
financial information for all assets (including infrastructure capital assets), liabilities, and net 
assets of a primary government and its component units, except for fiduciary funds. The 
government-wide financial statements use the economic resources measurement focus and 
accrual basis of accounting. 

infrastructure assets. Long-lived capital assets that normally are stationary in nature and can 
be preserved for a significantly greater number of years than most capital assets. Examples of 
infrastructure assets are roads, bridges, tunnels, drainage systems, water and sewer systems, 
dams, and lighting systems. Buildings, except those that are an ancillary part of a network of 
infrastructure assets, are not considered infrastructure assets. 

interfund receivable/payable. Activity between funds of a government reflecting amounts 
provided with a requirement for repayment, or sales and purchases of goods and services 
between funds approximating their external exchange value (also referred to as interfund loans 
or interfund services provided and used). 

internal service fund. A generic fund type within the proprietary category used to account for 
the financing of goods or services provided by one department or agency to other departments 
or agencies of a government, or to other governments, on a cost-reimbursement basis. 

investment trust fund. A generic fund type within the fiduciary category used by a government 
in a fiduciary capacity, such as to maintain its cash and investment pool for other governments. 

major funds. A government’s general fund (or its equivalent), other individual governmental type, 
and enterprise funds that meet specific quantitative criteria, and any other governmental or 
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enterprise fund that a government’s officials believe is particularly important to financial 
statement users. 

management’s discussion and analysis. Management’s discussion and analysis, or MD&A, is 
required supplementary information that introduces the basic financial statements by 
presenting certain financial information as well as management’s analytical insights on that 
information. 

measurement focus. The accounting convention that determines (a) which assets and which 
liabilities are included on a government’s balance sheet and where they are reported, and (b) 
whether an operating statement presents information on the flow of financial resources 
(revenues and expenditures) or information on the flow of economic resources (revenues and 
expenses). 

modified accrual basis of accounting. The basis of accounting adapted to the governmental 
fund type measurement focus. Revenues and other financial resource increments are 
recognized when they become both measurable and available to finance expenditures of the 
current period. Available means collectible in the current period or soon enough thereafter to be 
used to pay liabilities of the current period. Expenditures are recognized when the fund liability is 
incurred and expected to be paid from current resources, except for (a) inventories of materials 
and supplies that may be considered expenditures either when purchased or when used, and  
(b) prepaid insurance and similar items that may be considered expenditures either when paid 
for or when consumed. All governmental funds are accounted for using the modified accrual 
basis of accounting in fund financial statements. 

modified approach. Rules that allow infrastructure assets that are part of a network or 
subsystem of a network not to be depreciated as long as certain requirements are met. 

net position. The residual of all other elements presented in a statement of financial position. 

nonspendable fund balance. The portion of fund balance that includes amounts that cannot be 
spent because they are either (a) not in spendable form or (b) legally or contractually required to 
be maintained intact. 

pension (and other employee benefit) trust fund. A trust fund used to account for a public 
employees retirement system, OPEB plan, or other employee benefits other than pensions that 
are administered through trusts that meet specified criteria. Pension (and other employee 
benefit) trust funds use the accrual basis of accounting and the flow of economic resources 
measurement focus. 

permanent fund. A generic fund type under the governmental category used to report resources 
that are legally restricted to the extent that only earnings, and not principal, may be used for 
purposes that support the reporting government’s programs and, therefore, are for the benefit of 
the government or its citizenry. (Permanent funds do not include private-purpose trust funds, 
which should be used when the government is required to use the principal or earnings for the 
benefit of individuals, private organizations, or other governments). 
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private purpose trust fund. A general fund type under the fiduciary category used to report 
resources held and administered by the reporting government acting in a fiduciary capacity for 
individuals, other governments, or private organizations. 

proprietary funds. The government category used to account for a government’s ongoing 
organizations and activities that are similar to those often found in the private sector (these are 
enterprise and internal service funds). All assets, liabilities, equities, revenues, expenses, and 
transfers relating to the government’s business and quasi-business activities are accounted for 
through proprietary funds. Proprietary funds should apply all applicable GASB pronouncements 
and those GAAP applicable to similar businesses in the private sector, unless those conflict with 
GASB pronouncements. These funds use the accrual basis of accounting in conjunction with the 
flow of economic resources measurement focus. 

purchases method. The method under which inventories are recorded as expenditures when 
acquired. 

restricted fund balance. Portion of fund balance that reflects constraints placed on the use of 
resources (other than nonspendable items) that are either (a) externally imposed by a creditor, 
such as through debt covenants, grantors, contributors, or laws or regulations of other 
governments or (b) imposed by law through constitutional provisions or enabling legislation. 

required supplementary information. GAAP specify that certain information be presented as 
required supplementary information, or RSI. 

special-purpose governments. Legally separate entities that perform only one activity or a few 
activities, such as cemetery districts, school districts, colleges and universities, utilities, hospitals 
and other health care organizations, and public employee retirement systems. 

special revenue fund. A fund that must have revenue or proceeds from specific revenue 
sources that are either restricted or committed for a specific purpose other than debt service or 
capital projects. This definition means that in order to be considered a special revenue fund, 
there must be one or more revenue sources upon which reporting the activity in a separate fund 
is predicated. 

interfund transfers. All transfers, such as legally authorized transfers from a fund receiving 
revenue to a fund through which the resources are to be expended, where there is no intent to 
repay. Interfund transfers are recorded on the operating statement. 

unassigned fund balance. Residual classification for the general fund. This classification 
represents fund balance that has not been assigned to other funds and has not been restricted, 
committed, or assigned to specific purposes within the general fund. The general fund should be 
the only fund that reports a positive unassigned fund balance amount. In other funds, if 
expenditures incurred for specific purposes exceeded the amounts restricted, committed, or 
assigned to those purposes, it may be necessary to report a negative unassigned fund balance. 

unrestricted fund balance. The total of committed fund balance, assigned fund balance, and 
unassigned fund balance. 
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Not-for-profit terminology 

board-designated endowment fund. An endowment fund created by a not-for-profit entity’s 
governing board by designating a portion of its net assets without donor restrictions to be 
invested to provide income for a long, but not necessarily specified, period. In rare 
circumstances, a board-designated endowment fund also can include a portion of net assets 
with donor restrictions. For example, if a not-for-profit is unable to spend donor-restricted 
contributions in the near term, then the board sometimes considers the long-term investment of 
these funds. 

board-designated net assets. Net assets without donor restrictions subject to self-imposed limits 
by action of the governing board. Board-designated net assets may be earmarked for future 
programs, investment, contingencies, purchase or construction of fixed assets, or other uses. 
Some governing boards may delegate designation decisions to internal management. Such 
designations are considered to be included in board-designated net assets. 

charitable lead trust. A trust established in connection with a split-interest agreement in which 
the not-for-profit entity receives distributions during the agreement’s term. Upon termination of 
the trust, the remainder of the trust assets are paid to the donor or to third-party beneficiaries 
designated by the donor. 

charitable remainder trust. A trust established in connection with a split-interest agreement in 
which the donor or a third-party beneficiary receives specified distributions during the 
agreement’s term. Upon termination of the trust, a not-for-profit entity receives the assets 
remaining in the trust. 

collections. Works of art, historical treasures, or similar assets that are (a) held for public 
exhibition, education, or research in furtherance of public service, rather than financial gain;  
(b) protected, kept unencumbered, cared for, and preserved; and (c) subject to an organizational 
policy that requires the proceeds of items that are sold to be used to acquire other items for 
collections. 

conditional promise to give. A promise to give that is subject to a donor-imposed condition. 

contribution. An unconditional transfer of cash or other assets, as well as unconditional 
promises to give, to an entity or a reduction, settlement, or cancellation of its liabilities in a 
voluntary nonreciprocal transfer by another entity acting other than as an owner. 

costs of joint activities. Costs incurred for a joint activity. Costs of joint activities may include 
joint costs and costs other than joint costs. Costs other than joint costs are costs that are 
identifiable with a particular function, such as program, fund-raising, management and general, 
and membership development costs. 

donor-imposed restriction. A donor stipulation (donors include other types of contributors, 
including makers of certain grants) that specifies a use for the contributed asset that is more 
specific than broad limits resulting from the nature of the organization, the environment in which 
it operates, and the purposes specified in its articles of incorporation or bylaws, or comparable 
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documents for an unincorporated association. A restriction on an organization’s use of the asset 
contributed may be temporary in nature or perpetual in nature. 

donor-restricted endowment fund. An endowment fund that is created by a donor stipulation 
(donors include other types of contributors, including makers of certain grants) that requires 
investment of the gift in perpetuity or for a specified term. Some donors or laws may require that 
a portion of income, gains, or both be added to the gift and invested subject to similar 
restrictions. 

donor-restricted support. Donor-restricted revenues or gains from contributions that increase 
net assets with donor restrictions (donors include other types of contributions, including makers 
of certain grants). 

economic interest. A not-for-profit entity’s interest in another entity that exists if any of the 
following criteria are met: (a) The other entity holds or uses significant resources that must be 
used for the purposes of the not-for-profit entity, either directly or indirectly, by producing 
income or providing services, or (b) the not-for-profit entity is responsible for the liabilities of the 
other entity.  

endowment fund. An established fund of cash, securities, or other assets that provides income 
for the maintenance of a not-for-profit entity. The use of the assets of the fund may be with or 
without donor-imposed restrictions. Endowment funds generally are established by donor-
restricted gifts and bequests to provide a source of income. 

functional expense classification. A method of grouping expenses according to the purpose for 
which the costs are incurred. The primary functional classifications of a not-for-profit entity are 
program services and supporting activities. 

funds functioning as endowment. Net assets without donor restrictions (donors include other 
types of contributors, including makers of certain grants) designated by an entity’s governing 
board to be invested to provide income for generally a long, but not necessarily specified, period. 

joint activity. An activity that is part of the fund-raising function and has elements of one or 
more other functions, such as programs, management and general, membership development, 
or any other functional category used by the entity. 

joint costs. The costs of conducting joint activities that are not identifiable with a particular 
component of the activity. 

management and general activities. Supporting activities that are not directly identifiable with 
one or more programs, fund-raising activities, or membership development activities. 

natural expense classification. A method of grouping expenses according to the kinds of 
economic benefits received in incurring those expenses. Examples of natural expense 
classifications include salaries and wages, employee benefits, professional services, supplies, 
interest expense, rent, utilities, and depreciation. 
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net assets. The excess or deficiency of assets over liabilities of a not-for-profit entity, which is 
divided into two mutually exclusive classes according to the existence or absence of donor-
imposed restrictions. 

net assets with donor restrictions. The part of net assets of a not-for-profit entity that is subject 
to donor-imposed restrictions (donors include other types of contributors, including makers of 
certain grants). 

net assets without donor restrictions. The part of net assets of a not-for-profit entity that is not 
subject to donor-imposed restrictions (donors include other types of contributors, including 
makers of certain grants). 

programmatic investing. The activity of making loans or other investments that are directed at 
carrying out a not-for-profit entity’s purpose for existence, rather than investing in the general 
production of income or appreciation of an asset (for example, total return investing). An 
example of programmatic investing is a loan made to lower-income individuals to promote 
home ownership. 

promise to give. A written or oral agreement to contribute cash or other assets to another entity. 
A promise to give may be either conditional or unconditional. 

underwater endowment fund. A donor-restricted endowment fund for which the fair value of the 
fund at the reporting date is less than either the original gift amount or the amount required to 
be maintained by the donor or by law that extends donor restrictions. 

 

Single audit and Yellow Book terminology 

attestation engagements. Attestation engagements concern examining, reviewing, or 
performing agreed-upon procedures on a subject matter or an assertion about a subject matter 
and reporting on the results. 

compliance supplement. A document issued annually in the spring by the OMB to provide 
guidance to auditors. 

data collection form. A form submitted to the Federal Audit Clearinghouse that provides 
information about the auditor, the auditee and its federal programs, and the results of the audit. 

federal financial assistance. Assistance that nonfederal entities receive or administer in the 
form of grants, loans, loan guarantees, property, cooperative agreements, interest subsidies, 
insurance, food commodities, direct appropriations, or other assistance, but does not include 
amounts received as reimbursement for services rendered to individuals in accordance with 
guidance issued by the director. 

https://publication.cpa2biz.com/content/link/faf-masterGlossary/N
https://publication.cpa2biz.com/content/link/faf-masterGlossary/N
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financial audits. Financial audits are primarily concerned with providing reasonable assurance 
about whether financial statements are presented fairly, in all material respects, in conformity 
with GAAP or with a comprehensive basis of accounting other than GAAP. 

GAGAS. Generally accepted government auditing standards issued by the GAO. They are 
published as Government Auditing Standards, also commonly known as the Yellow Book. 

GAO. The United States Government Accountability Office. Among its responsibilities is the 
issuance of GAGAS. 

OMB. The Office of Management and Budget. The OMB assists the President in the 
development and implementation of budget, program, management, and regulatory policies. 

pass-through entity. A nonfederal entity that provides federal awards to a subrecipient to carry 
out a federal program. 

performance audits. Performance audits entail an objective and systematic examination of 
evidence to provide an independent assessment of the performance and management of a 
program against objective criteria as well as assessments that provide a prospective focus or 
that synthesize information on best practices or cross-cutting issues. 

program-specific audit. A compliance audit of one federal program. 

single audit. An audit of a nonfederal entity that includes the entity’s financial statements and 
federal awards. 

single audit guide. This AICPA Audit Guide, formally titled Government Auditing Standards and 
Single Audits, is the former Statement of Position (SOP) 98-3, Audits of States, Local 
Governments, and Not-for-Profit Organizations Receiving Federal Awards. The single audit guide 
provides guidance on the auditor’s responsibilities when conducting a single audit or program-
specific audit in accordance with the Single Audit Act, GAGAS, and the Uniform Guidance. 

subrecipient. A nonfederal entity that receives federal awards through another nonfederal entity 
to carry out a federal program but does not include an individual who receives financial 
assistance through such awards. 

Uniform Guidance. Formally known as Title 2 U.S. Code of Federal Regulations Part 200, Uniform 
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards. The 
Uniform Guidance sets forth the requirements for the compliance audit portion of a single audit.  
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Solutions 

Chapter 1 

Knowledge check solutions 

1.  

a. Incorrect. The financial statement audit is part of a single audit, but not the only element. 

b. Incorrect. The compliance audit of federal awards is a part of a single audit, but not the 
only element. 

c. Correct. A single audit consists of the financial statement audit and the compliance audit 
of federal awards. 

d. Incorrect. A state mandated audit is not part of a single audit. 

2.  

a. Incorrect. “Should,” meaning “a presumptively mandatory requirement,” is from GAAS; 
that concept is not found in the Uniform Guidance. 

b. Incorrect. “Must” indicates a requirement in the Uniform Guidance. 

c. Correct. The term “must” in the Uniform Guidance indicates a requirement. 

d. Incorrect. “Should” in the Uniform Guidance indicates a recommended approach or best 
practice. 

Chapter 2 

Exercise solution 

 Award A is subject to the Uniform Guidance administrative requirements and cost principles 
because it was awarded on or after December 26, 2014. 

 Award B is subject to the Uniform Guidance administrative requirements and cost principles. 
Although the original award was made prior to December 26, 2014, the incremental funding 
action revised the terms and conditions of the award, thus making it subject to the Uniform 
Guidance requirements. 

 Award C is subject to the pre-Uniform Guidance administrative requirements and cost 
principles circulars because it was originally awarded prior to the effective date of the 
Uniform Guidance administrative requirements and cost principles and the award terms and 
conditions were not revised upon the incremental funding action. 
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 Award D is subject to the Uniform Guidance administrative requirements and cost principles 
because it was originally awarded on or after December 26, 2014. 

Knowledge check solutions 

1.  

a. Incorrect. AU-C section 315 provides guidance related to understanding the entity and its 
environment and assessing the risks of material misstatement. 

b. Incorrect. AU-C section 265 provides guidance for communicating internal control 
related matters identified in an audit. 

c. Incorrect. AU-C section 905 provides guidance when restricting the use of an auditor’s 
report. 

d. Correct. AU-C section 935 provides specific guidance for compliance audits. 

2.  

a. Incorrect. The auditor considers materiality in relation to each major program as a whole 
when designing audit tests and assessing the results of those tests. 

b. Correct. The auditor considers materiality in relation to each major program as a whole 
when designing audit tests and assessing the results of those tests. 

c. Incorrect. The auditor assesses the risks of noncompliance for each major program, not 
for all major programs combined. 

d. Incorrect. The auditor considers materiality in relation to each major program as a whole 
when designing audit tests and assessing the results of those tests. 

3.  

a. Incorrect. For the purpose of reporting noncompliance the auditor does not consider 
materiality in relation to major programs as a whole. 

b. Incorrect. For the purpose of reporting noncompliance the auditor does not consider 
materiality in relation to all major programs combined. 

c. Incorrect. The auditor does not consider materiality in relation to the financial 
statements when considering materiality for the purpose of reporting noncompliance. 

d. Correct. The Uniform Guidance requires the auditor to report noncompliance that is 
material to a type of compliance requirement identified in the Compliance Supplement. 
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4.  

a. Correct. Planning for compliance with the entity’s internal operating policies in not of 
primary concern in planning a single audit. 

b. Incorrect. In addition to the requirements of GAGAS, the auditor must determine whether 
the auditee has complied with federal statutes, regulations, and the terms and conditions 
of federal awards that may have a direct and material effect on each of its major 
programs. Therefore, this should be considered by the auditor during the planning phase 
of the single audit. 

c. Incorrect. The schedule of expenditures of federal awards should be considered by the 
auditor during planning. 

d. Incorrect. In addition to the requirements of GAGAS, the auditor must obtain an 
understanding of internal control over compliance related to federal programs sufficient 
to plan the audit to support a low assessed level of control risk for each major program. 
Therefore, this should be considered by the auditor during planning. 

Chapter 3 

Knowledge check solutions 

1.  

a. Correct. Determining eligibility to receive federal financial assistance is an indicator of a 
subrecipient. 

b. Incorrect. Providing similar services to many different entities is an indicator of a 
contractor. 

c. Incorrect. Providing goods within normal business operations is an indicator of a 
contractor. 

d. Incorrect. Operating in a competitive environment is an indicator of a contractor. 

2.  

a. Incorrect. Regardless of when the subrecipient expends the funds, they are deemed to 
be expended when the funds are disbursed to subrecipients by the pass-through entity. 

b. Incorrect. Funds are deemed to be expended when the funds are disbursed to 
subrecipients by the pass-through entity, regardless of when the subrecipient expends 
the funds. 

c. Correct. Funds are deemed to be expended by the pass-through entity when the funds 
are disbursed to subrecipients, regardless of when the subrecipient expends the funds. 

d. Incorrect. Funds are deemed to be expended when the funds are disbursed to 
subrecipients by the pass-through entity. Subrecipient monitoring is separate from that 
determination. 
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Chapter 4 

Appendix 4A case study solution 

The SEFA for Case Study Entity, as presented, does not include all the elements required by the 
Uniform Guidance. Missing items include the following: 

 The following awards that were received from pass-through entities did not include the pass-
through entity identifying number: 12.RD, 47.RD, 93.RD and both 84.351 and 84.048. 

 The total federal awards expended for the Research and Development cluster was not 
provided. 

 The Summary of Significant Accounting Policies is missing from the Notes. 

 The amount of funds passed through to subrecipients is presented in the aggregate in a 
footnote. Under the Uniform Guidance, the amount passed through for each individual award 
is required to be presented on the face of the SEFA. 

 The Arts in Education program (CFDA 84.351) does not contain a total amount for the 
program, as required. (Case Study Entity received funds both directly and indirectly for the 
program.) 

 The award for Safe and Drug-Free Schools and Communities–National Programs, is missing 
the CFDA number. 

Knowledge check solutions 

1.  

a. Correct. An identification of major programs is not part of SEFA presentation. 

b. Incorrect. Federal awards expended for loan and loan guarantee programs is required. 

c. Incorrect. Total awards expended for each federal program is required. 

d. Incorrect. Whether or not the auditee elected to use the 10% de minimis indirect cost 
rate is required. 

2.  

a. Incorrect. The auditor also has the option to report on the SEFA in a separate report. 

b. Incorrect. The auditor also has the option to report on the SEFA in an other-matter 
paragraph in the report on the financial statements. 

c. Incorrect. The auditor is permitted to include the report on the SEFA in either an other-
matter paragraph in the report on the financial statements or a separate report. 

d. Correct. The auditor may include the report on the SEFA in either an other-matter 
paragraph in the report on the financial statements or a separate report. 
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3.  

a. Incorrect. The auditor should perform procedures using the same materiality level used 
in the audit of the financial statements. 

b. Correct. The auditor should obtain management representations related to the SEFA. 

c. Incorrect. As part of the single audit, the auditor should determine whether the form and 
content of the SEFA comply with the Uniform Guidance. 

d. Incorrect. The auditor should perform procedures to gain an understanding of internal 
control over the accuracy and completeness of the SEFA. 

Chapter 5 

Appendix 5A case study solutions 

Case Study 1 

a. The type A threshold is $750,000. 

b. Type A programs: Emergency Solutions Grants Program, CFDA 14.231 ($1.7m), Senior 
Community Service Employment Program, CFDA 17.235 ($850,000), Title I Grants to Local 
Educational Agencies, CFDA 84.010 ($200,000 + $650,000 = $850,000), Supporting Effective 
Instruction State Grant, CFDA 84.367 ($1.5m) and Community Services Block Grant, 93.569 
($1.45m). 

c. Type B programs; Impact Aid, 84.041 ($400,000). 

d. $1.35m (total federal awards expended − $6,750,000 × .20) 

e. $2.7m (total federal awards expended − $6,750,000 × .40) 

Appendix 5B case study solutions 

Case Study 2: Case A 

What is the type A/B threshold? $750,000. 

What is the percentage of coverage required to be tested as major programs? 40% or $2.75m. 

1. Major Program Determination for 20X3 

Step 1:  Type A programs = #1, #2, #3, and #4 

Type B programs = #5, #6, and #7 

Step 2: Low-risk type A programs = #3 and #4 (Note: 20X2 questioned costs for program 
#4 is less than 5% of program expenditures, therefore program #4 is low-risk.) 

Step 3:  Program #5 = high-risk type B program. 

Number of high-risk type B programs required to be identified = 1 (0.25 × 2) 
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Risk assessment of type B programs are not made based on specific criteria as is 
the case with type A programs. However, although auditor judgment is used in 
determining risk for type B programs, it appears that program #5 is a high-risk type 
B program due to the number of compliance and other issues in the past two audit 
periods. If program #5 was risk assessed first, then the auditor would not be 
required to assess risk for any other type B programs because the auditor is not 
required to identify more high-risk type B programs than 25% of the number of 
low-risk type A programs (.25 × 2 = .5 or 1 as rounded). If program #5 was not 
assessed for risk first, the auditor would be required to assess type B programs for 
risk until one high-risk type B program was identified. 

Step 4: The percentage of coverage rule requires major programs tested to total at least 
$2.75m (40% of $6.875m). Required to be tested are #1 and #2, and #5. This totals 
$2.49m, which leaves $260,000 still needed to meet the percentage of coverage 
rule. Selecting program #6 will meet the percentage of coverage rule. (The auditor 
may select any remaining program(s) that would meet the percentage of coverage 
needed.) In summary, programs tested as major programs are 

Other than low-risk type A programs (# 1 and # 2) $1,975,000 

High-risk type B program (#5) 515,000  

Subtotal 2,490,000 

Addition program (#6) to meet percentage of coverage 275,000 

Total federal awards tested as major programs $2,765,000 

Case Study 2: Case B 

Entity A: 

#1 and #2 are other than low-risk type A programs required to be tested. #5 is a high-
risk type B program required to be tested. These programs total $3.59m. percentage 
of coverage requires $3.888m to be tested. So, a program (or programs) with 
expenditures of greater than $298,000 must be selected as testing to meet the 
percentage of coverage rule. 

Case Study 2: Case C 

Entity B: 

#1 and #2 are other than low-risk type A programs required to be tested. #10 is a high-
risk type B program that is required to be tested. These programs total $6.485m. 
percentage of coverage requires $6.858m be tested. So a program (or programs) with 
expenditures of greater than $373,000 must be selected as testing to meet the 
percentage of coverage rule. 
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In this situation the auditor had to risk assess all three type B programs. The 
requirement in this case is that risk assessment continues until two high-risk type B 
programs are identified. So risk assessment was necessary on the two low-risk type B 
programs in order to determine that there were no other high-risk type B programs. 

Knowledge check solutions 

1.  

a. Incorrect. $300,000 was the minimum type A program threshold under Circular A-133. 

b. Incorrect. $500,000 was the threshold for single audits under Circular A-133. 

c. Correct. $750,000 is the minimum type A threshold under the Uniform Guidance. 

d. Incorrect. $1m is not the minimum type A threshold under the Uniform Guidance. 

2.  

a. Incorrect. The program must not have had a modified opinion on the program in the 
auditor’s report on major programs in the most recent audit period. 

b. Correct. The program must not have had known or likely questioned costs exceeding 5% 
of the total federal awards expended for the program in the most recent audit period. 

c. Incorrect. The program must have been audited as a major program in one of the two 
most recent audit periods. 

d. Incorrect. The program must not have had internal control deficiencies that were 
identified as material weaknesses in the most recent audit period. 

3.  

a. Correct. The auditee should respond to the request by informing the requestor whether 
the program would be audited as a major program under the risk-based approach. In 
addition, the incremental cost should be communicated. 

b. Incorrect. Under the Uniform Guidance, the auditee is required to consider this type of 
request. 

c. Incorrect. Both federal agencies and pass-through entities may make this type of 
request. 

d. Incorrect. Both federal agencies and pass-through entities may make this type of 
request. 
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4.  

a. Incorrect. One criterion is that no type A program had any internal control deficiencies 
identified as a material weakness in the auditor’s report on internal control for major 
programs in either of the two preceding years. 

b. Incorrect. One criterion for low-risk auditee status is that the auditor did not report a 
substantial doubt about the entity’s ability to continue as a going concern in the prior two 
years. 

c. Incorrect. A modified opinion on a type A major program in either of the two preceding 
years will result in the auditee being ineligible for low-risk auditee status. 

d. Correct. Financial statements prepared using the cash basis of accounting in either of 
the two preceding years precludes the auditee from low-risk auditee status. The opinion 
rendered on the financial statements has no impact on this. 

5.  

a. Correct. An auditor must obtain at least 20% coverage of total federal awards if an 
auditee qualifies as low risk. 

b. Incorrect. An auditor must obtain at least 20% coverage of total federal awards if an 
auditee qualifies as low risk. 

c. Incorrect. An auditor must obtain at least 40% coverage of total federal awards if an 
auditee does not qualify as low risk. 

d. Incorrect. An auditor must obtain at least 20% coverage of total federal awards if an 
auditee qualifies as low risk. 

Chapter 6 

Practice question solution 

1. No. Tests of controls are not required where internal control is likely to be ineffective in 
preventing or detecting noncompliance. However, in this case, the auditor must report a 
significant deficiency or material weakness in internal control over compliance, assess the 
related control risk at the maximum, and consider whether any additional tests are required 
because of ineffective internal control. 

Knowledge check solutions 

1.  

a. Incorrect. Financial reporting is an objective of internal control. 

b. Incorrect. Compliance with applicable laws and regulations is an objective of internal 
control. 

c. Correct. Performance goals are not an objective of internal control. 

d. Incorrect. Efficiency and effectiveness of operations is an objective of internal control. 
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2.  

a. Correct. The auditor is required to test controls every year. 

b. Incorrect. The expected rate of deviation from the control should be considered when 
determining the extent of testing over internal controls over compliance. 

c. Incorrect. The length of time during the audit period that the auditor is relying on the 
operating effectiveness of the control should be considered when determining the extent 
of testing over internal controls over compliance. 

d. Incorrect. The extent to which audit evidence is obtained from tests of other controls 
related to the type of compliance requirement should be considered when determining 
the extent of testing over internal controls over compliance. 

3.  

a. Correct. The absence of identified noncompliance is not a factor when determining 
whether a control deficiency is a significant deficiency or material weakness. 

b. Incorrect. The volume of activity related to the compliance requirement exposed to the 
deficiency is a factor to consider. 

c. Incorrect. Adverse publicity or other qualitative factors may be a consideration. 

d. Incorrect. Program amounts or total of transactions exposed to the deficiency in relation 
to the type of compliance requirement is a consideration. 

Chapter 7 

Practice question solutions 

1. The following are recommended steps for identifying compliance requirements to test in a 
major program for those programs not included in the Compliance Supplement: 

 Follow part 7 of the Compliance Supplement. 

 Review the federal statutes, regulations, and the terms and conditions of federal awards 
for the programs to assist in identifying the applicable compliance requirements. 

 Use part 3 of the Compliance Supplement to identify the applicable compliance 
requirements that could have a direct and material effect on the program. 

 Document those compliance requirements determined to be not applicable or direct and 
material, and the reasons why. 
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2. The following are some items required to be documented: 

 Compliance requirements which are direct and material to the major program 

 Reasons a compliance requirement does not apply to the major program (“N/A” is not 
sufficient.) 

 The bases for selection of tests to be performed 

 The results of the tests 

 The conclusions or opinions reached 

 Findings identified and the required elements of the finding 

Knowledge check solutions 

1.  

a. Incorrect. Matching, level of effort, earmarking is one of the 12 types of compliance 
requirements found in the Compliance Supplement. 

b. Correct. Program objectives is not one of the 12 types of compliance requirements 
found in the Compliance Supplement. 

c. Incorrect. Reporting is one of the 12 types of compliance requirements found in the 
Compliance Supplement. 

d. Incorrect. Subrecipient monitoring is one of the 12 types of compliance requirements 
found in the Compliance Supplement. 

2. 

a. Incorrect. The auditor is primarily concerned about the rates of deviation from a 
prescribed control. 

b. Incorrect. Sampling may be used both to test internal control and compliance in an audit 
of federal compliance. 

c. Incorrect. Both statistical and nonstatistical sampling are permitted. However, Uniform 
Guidance recommends the use of statistical sampling. 

d. Correct. The sample size for a dual purpose internal controls and compliance test is 
larger than the sample that would otherwise have been designed if the control testing 
and compliance testing were performed separately. 

3. 

a. Incorrect. The auditor is required to follow up on prior audit findings. 

b. Correct. The auditor must perform audit follow-up procedures regardless of whether a 
prior audit finding relates to a major program in the current year. 

c. Incorrect. The auditor is required to assess the reasonableness of the summary 
schedule of prior audit findings. 

d. Incorrect. The auditor is required to report as a current year finding when the auditor 
concludes that the summary schedule of prior audit findings materially misrepresents 
the status of any prior finding. 
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Chapter 8 

Practice question solutions 

1. GAGAS require compliance reporting relative to laws, regulations and the provisions of 
grants and contracts that may have a direct and material effect on the financial statement 
amounts. It covers all laws, regulations, and provisions of grants and contracts that could 
have a direct and material effect on the financial statement amounts, including state laws, 
local ordinances and grants, and nonfederal grants and contracts. Note that no opinion is 
given on compliance in the GAGAS report. 

The Uniform Guidance also requires this reporting. However, the Uniform Guidance also 
requires reporting on compliance with federal statutes, regulations, and the terms and 
conditions of federal awards relative to each major program. The reporting must express an 
opinion (or disclaimer) on whether the federal statutes, regulations, and the terms and 
conditions of federal awards were complied with, in all material respects, for each major 
program. 

In addition, the Uniform Guidance requires reporting on internal control over compliance; 
however, no opinion is issued regarding that. Finally, under the Uniform Guidance, the auditor 
must prepare a schedule of findings and questioned costs. 

2.  

a. B. 

b. A, if this was an internal control finding. D, if this is a compliance finding (for example, if 
the finding was that the entity’s reports submitted to HUD were incomplete and 
inaccurate.) 

c. C. 

d. A, C. 

e. B. 

f. B. 

g. A, if this was an internal control finding. D if this was a compliance finding (for example, 
if the finding was that the entity did not pay prevailing wage rates under its contracts). 
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Case study solution 

Program 

Finding and material noncompliance and 
material weakness in internal control over 

compliance Questioned costs 

USDA 
Emergency Food 
Assistance 
Program 

(CFDA 10.569) 

Criteria—The federal administrative requirements call 
for the preparation of reports and the tracing of 
funds to a level of expenditures adequate to 
establish that funds have not been used in violation 
of laws and regulations. In addition, records must be 
retained for a period of three years. 

Condition—Food requisitions that were used as 
receiving reports were erroneously discarded. There 
was no documentation to support the receipt of food 
distribution because 31 of 50 requisitions were not 
signed as being received. In addition, the not-for-
profit entity was unable to locate two requisitions. 
The total value of food distribution for the period 
was $1m. We questioned $206,350.37 because of 
the 31 unsigned requisitions and $252.48 for the two 
requisitions not available for our examination. We 
consider this to be material to the program. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

$206,602.85 

 Effect—As a result, the entity has no assurance that 
food was being received by the distribution units and 
wasn’t being diverted for unauthorized purposes. 

Cause—The entity’s policies and procedures did not 
address how long food requisitions were to be 
maintained. The policies and procedures did require 
that requisitions used as receiving reports be signed, 
but entity staff did not follow them. 

Recommendation—We recommend that procedures 
be developed and implemented to strengthen 
internal controls over the delivery of food to the 
distribution units. Specifically, record retention 
policies and procedures and procedures to ensure 
that requisitions used as receiving reports are signed 
should be developed and implemented 
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Knowledge check solutions 

1.  

a. Incorrect. The type of report the auditor issued on the financial statements is required. 

b. Correct. Required information includes the identification of federal programs but not 
state programs. 

c. Incorrect. A statement about whether the auditee qualified as a low-risk auditee is 
required. 

d. Incorrect. The dollar threshold used to distinguish type A and type B programs is 
required. 

2.  

a. Incorrect. One type of finding required to be reported is known questioned costs that are 
greater than $25,000 for a federal program that is not audited as a major program. 

b. Incorrect. Significant deficiencies related to internal control over compliance for a major 
program are a type of audit finding required to be reported. 

c. Correct. Known questioned costs must be reported when likely questioned costs are 
greater than $25,000, not $10,000. 

d. Incorrect. One type of finding required to be reported are findings resulting from the 
auditee’s summary schedule of prior findings being materially misstated. 

3.  

a. Incorrect. An audit finding is required to contain the federal award identification number 
and year. 

b. Incorrect. The name of the awarding federal agency is required to be included in an audit 
finding. 

c. Correct. The name of the granting agency’s coordinator is not required to be included in 
an audit finding. 

d. Incorrect. The CFDA number and title are required to be included in an audit finding. 

4.  

a. Correct. The auditee is not required to provide a reason for why the finding occurred, but 
only how it would be corrected. 

b. Incorrect. The corrective action plan requires he anticipated date that corrective action 
will be completed. 

c. Incorrect. The auditor assigned reference number is required. 

d. Incorrect. The name of the person responsible for the corrective action is required 
information. 
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5.  

a. Incorrect. The submission may not be sent in hard copy. It must be submitted 
electronically by the auditee. 

b. Incorrect. The submission must be submitted electronically by the auditee. Submissions 
are no longer sent by mail. 

c. Incorrect. The submission must be submitted electronically by the auditee. 

d. Correct. The submission must be submitted electronically by the auditee. 

Chapter 9 

  Exercise 9-1 - Solution 

Please indicate whether each of the following statements is true or false regarding 
program-specific audits, and the circumstances under which they may be elected. 

1.  

1.  

1.  

1.  

1.  

1.  

1.  

1.  

1.  

1.  

1. False. A program-specific may be elected when the auditee expends 
federal awards under only one federal program and a financial 
statement audit of the program is not required.  

2. False. Whether or not a program-specific audit guide is available is not 
a determining factor regarding the election of a program-specific 
audit. 

3. True. A program-specific may be elected when the auditee expends 
federal awards under only one federal program and a financial 
statement audit of the program is not required. 

4. True. A program-specific audit is an audit of an entity’s compliance 
with direct and material compliance requirements as they relate to an 
individual federal program.  

5. False. A program-specific audit is an audit of an entity’s compliance 
with direct and material compliance requirements as they relate to an 
individual federal program.  
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  Exercise 9-2 - Solution 

Please indicate whether each of the following statements is true or false regarding 
auditee and auditor responsibilities related to a program-specific audit. 

1. False. An auditor is not required to use an available program-specific audit guide 
when it is out-of-date or otherwise conflicts with GAAS or Government Auditing 
Standards.  

2. True. A program-specific auditor’s report is submitted to the Federal Audit 
Clearinghouse.  

3. False. Reporting on the financial statements, internal control over compliance, and a 
schedule of findings and questioned costs is required along with reporting on 
compliance.  

4. True. When appropriate, a corrective action plan is required as part of a program-
specific audit. 

5. True. When a program-specific audit is elected the auditee is required to prepare the 
financial statements for the program.  

 

Knowledge check solutions 

1.  

a. Incorrect. An opinion (or disclaimer of opinion) about whether the financial statement(s) 
of the federal program is(are) presented fairly in all material respects in conformity with 
the stated accounting policies is required to be included in the reporting. 

b. Correct. Although a report on internal control that describes the scope of the testing of 
internal control and the results of the tests is required, there is no requirement to provide 
an opinion on internal control. 

c. Incorrect. A report on compliance that includes an opinion (or disclaimer of opinion) 
about whether the auditee complied with laws, regulations, and the provisions of 
contracts or grant agreements that could have a direct and material effect on the federal 
program must be included in the reporting. 

d. Incorrect. The auditor’s report must include a schedule of findings and questioned costs 
for the federal program that includes a summary of the auditor’s results relative to the 
federal program in a format consistent with the Uniform Guidance requirements. 
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2.  

a. Correct. The financial statements of the program (not the entity) must be submitted to 
the FAC. 

b. Incorrect. The summary schedule of prior audit findings must be submitted to the FAC. 

c. Incorrect. The auditor’s reports must be submitted to the FAC. 

d. Incorrect. The corrective action plan is required to be submitted to the FAC. 

 

Chapter 10 

Exercise solutions 

1.  

Bad debt expense a. U 

Depreciation b. A 

Entertainment costs c. U 

Fringe benefits d. A 

Contributions and donations e. U 

Maintenance and repair costs  f. A 

Interest on use of endowment funds g. U 

Security costs  h A 

Printing costs  i. A 

Organization costs  j. U 

Recruiting costs (federal grant 
specialists) 

k. A 

Travel costs  l. A 

Training costs  m. A 

Lobbying n. U 

Fines and penalties  o. U 

Conferences  p. A 

Marketing costs q. U 
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2.  

a. QC. 

b. QC. 

c. QC. 

d. QC. 

e. A. 

Knowledge check solutions 

1.  

a. Incorrect. The Uniform Guidance applies to others in addition to not-for-profit 
organizations. 

b. Correct. The Uniform Guidance applies to federal agencies that make federal awards. 

c. Incorrect. The Uniform Guidance applies to others in addition to state and local 
governments, Indian tribes, IHEs, and not-for-profit organizations. 

d. Incorrect. Federal agencies are required to follow the Uniform Guidance. 

2.  

a. Correct. Nonfederal entities are permitted to procure by noncompetitive proposals when 
there is an emergency of such a nature that a delay resulting from competitive 
solicitation is harmful to the entity. 

b. Incorrect. It is accurate that the micro-purchase procurement process may be used to 
purchase goods and services below the micro-purchase threshold, which is currently $10,000. 

c. Incorrect. It is accurate that procurement by competitive proposal is generally the 
method used when conditions outlined in Uniform Guidance are not appropriate for the 
use of sealed bids. 

d. Incorrect. It is accurate that price or rate quotes must be obtained from an adequate 
number of qualified sources if procurement by small purchase procedures is used. 

3.  

a. Correct. The total cost of a federal award is the sum of allowable direct costs and 
allocable indirect costs less applicable credits. Fixed costs are not one of the primary 
components of the total cost of a federal award. 

b. Incorrect. Allowable direct costs are one of the primary components of the total cost of a 
federal award. 

c. Incorrect. Allocable indirect costs are one of the primary components of the total cost of 
a federal award. 

d. Incorrect. Applicable credits are one of the primary components of the total cost of a 
federal award. 
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